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THE TENDENCY OF MODERN COMBINATION. 1 


The rapid expansion of trade and industry during the years 
immediately succeeding the Civil War was accompanied by an 
excessive competition which led to the elimination of large num- 
bers of producers within various lines of activity. In conse- 
quence, sporadic attempts were made to relieve the pressure of 
this competition by means of pooling agreements. As early as 
1872, for example, certain distillers north of the Ohio (many 
of whom had gone into business to reap the speculative profits 
of changes in the excise) combined in an unsuccessful effort to 
restrict their output.1 The same year, moreover, witnessed a 
combination among six coal roads which by this time had 
secured a sufficient interest in the anthracite fields to be able to 
enter into an agreement to regulate production and fix trans- 
portation rates.” 

Shortly after the close of the war the sugar-refining industry 
also began to suffer from an aggravated case of competition. 
During the period from 1875 to 1880 the number of refineries 


* Later, in 1882, the Western Exporters’ Association was formed to limit pro- 
duction and export surplus stock. This agreement was succeeded by others, and 
from that time until 1887 pools including from seventy to eighty distilleries were 
maintained for brief periods. Cf. The Report of the Industrial Commissioner, 
1900, Vol. I, pp. 76, 168. 

?This agreement lasted until 1876, and then after an interval of two years 
another short-lived combination was formed. In 1885, succeeding a brief period 
of competition, co-operation was once more inaugurated, only to be checked 
(ostensibly at least) by the anti-pooling regulations of 1887. Cf. Peter Roberts, 
The Anthracite Coal Industry, chap. iv, pp. 66, 69, 70. 


193 





194 JOURNAL OF POLITICAL ECONOMY 


was reduced from forty-two to twenty-seven establishments,* 
and in 1882 the surviving concerns were forced into the tempor- 
ary protection of a pool. At the beginning of the seventies 
very similar conditions of indiscriminate competition prevailed 
within the petroleum-refining industry and gave impetus to the 
movement which early made for the union of the large interests 
composing what came to be known as the Standard Alliance.* 
During the ten years from 1870 to 1880 the railroad systems 
of the country increased rapidly in size and power, and numerous 
significant changes took place. Gould abandoned Erie® and 
betook himself to the West, where he began to acquire impor- 
tant holdings in such roads as the Union Pacific, the Missouri 
Pacific, the Missouri, Kansas & Texas, the Wabash, St. Louis 
& Pacific, and the Denver & Rio Grande. The Vanderbilt 
lines shared largely in the general expansion and were said to 
have been operated in close connection with the Gould proper- 
ties.’ The Pennsylvania, the Baltimore & Ohio, and other big 
systems had also undergone an unusual growth, mainly by the 
absorption of smaller independent roads. But this process of 
growth was not proving to be an easy matter; instead it was 


being forced by a self-destructive competition which was making 
independent existence impossible. Moreover, the active rivalry 
of the railroads was hastening the competitive elimination of the 


°C. M. Depew, ed., One Hundred Years of American Commerce, Vol. I, 
chap. xxxvii, by John E. Searles, secretary and treasurer of the American 
Sugar Refining Co. 

*The working arrangements of the “alliance” were close and effective 
because of the fact that the stock-ownership of the various companies composing 
it was distributed in such a way as to make the advantage of one member of the 
organization more or less the advantage of all. In other words, the device of 
a “community of interests” was employed, with such good results, moreover, 
that by 1879 the association included from 90 to 95 per cent. of the refining 
interests of the country, besides having control of all the principle pipe lines 
for the transportation of oil. Cf. Ida M. Tarbell, The History of the Standard 
Oil Company. 

’For an account of Gould’s connection with Erie cf. Charles F. Adams, 
Chapters in Erie and Other Essays. 

®* Commercial and Financial Chronicle, March 27, 1880, Vol. XXX, p. 308; 
also consult directors’ lists of Poor’s Manual, 1870 to 1880. 

* Commercial and Financial Chronicle, March 27, 1880, Vol. XXX, p. 309. 
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smaller producers within various occupations resulting as it did 
in excessive fluctuations in freight rates and open bidding for 
the favor of large shippers. It would appear, then, that the 
movement toward industrial combination received a double 
impetus at this time, being aided by the machinations of the rail- 
roads as well as by the competitive conditions existing within 
the several industries. 

At the close of the seventies the most effective and powerful ” 
of all the industrial organizations that had come into being was 
the Standard Oil Alliance, and when the trust succeeded the 
looser, extra-legal combination in 1882, it had an estimated capital 
of $70,000,000, of which the pipe-line interests were said to 
have constituted about one-third. The later organization 
speedily suggested an escape from the unsatisfactory pooling 
agreements then in vogue, and it was accordingly soon suc- 
ceeded by a number of similar combinations, such as the Ameri- 
can Cotton Oil Trust,’ the Linseed Oil Trust, the Distilling 
and Cattle Feeding Trust, and the National Lead Trust. In 
view of these well-known instances that have just been cited, it 
would seem that the trust movement was in a fair way to expand 

®The American Cotton Oil Trust was formed in 1884; the next year the 
Linseed Oil Trust was organized, acquiring the property of some fifty or more 
concerns, while in 1887 the Distilling and Cattle Feeding Trust, with a capital 
of $30,000,000, superseded the loose and informal agreements which had existed 
among the distillers prior to that period. The National Lead Trust, 1887, also 
grew out of various unsuccessful attempts to lessen competition by informal 
association, and about this same time nineteen sugar refineries were united into 
the Sugar Refineries Trust, having a capital of $50,000,000. 

It was generally believed at that time that the Cotton Oil Trust had Stand- 
ard Oil men among its backers, although no substantial evidence was adduced 
to support such a belief. Cf., for instance, J. S. Jeans, Trusts, Pools, and Corners, 
chap. viii, p. 101. It is reasonably certain that Standard Oil men were interested 
in the National Lead Trust. Indeed, W. P. Thompson, at one time secretary 
of the Standard Oil Co., of Ohio, became president of the Lead Trust about 
two years after its formation, at the solicitation, as he himself says, of Charles 
Pratt and H. H. Rogers. “In 1889 my friends H. H. Rogers and the late Charles 
Pratt, both of whom had had large experience in the lead and paint business, 
knowing that I was about to retire from my association with the Standard Oil 
Co., called my attention to the fact that the National Lead Trust was desirous 
of my becoming interested with them.” Cf. Depew, ed., One Hundred Years 
of American Commerce, Vol. II, chap. Ixiv, p. 440, “The Lead Industry,” by 
William P. Thompson. 
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indefinitely, and there was good reason to suppose that the “in- 
dustrials’” might one day come to compete with the railroads for 
the favor of the investing and speculating public. Until 1887 
or 1888, however, although the movement toward combination 
was progressing rapidly, attention was mainly directed toward 
a unification of control within the limits of certain well-defined 
productive areas. Changes had been brought about because of 
the existing competitive situation. They were the outcome of a 
need for defensive measures felt no less by the financially strong, 
whose aggressive policy hastened the corporate movement, than 
by their weaker rivals, whose condition forced the maintenance 
of a passive attitude. The result of these defensive unions (an 
incidental result as far as the individuals immediately interested 
were concerned) was an increase in industrial efficiency and a 
diminution of social waste. There was as yet no thought of 
combination for investment purposes as such that would trans- 
cend the limits of certain well-defined lines of activity. 

In support of this statement may be cited*the case of the 
Standard Oil Trust, the most advanced type of industrial organi- 
zation in existence at the close of the eighties. In 1888 it was 
earning dividends of from $16,000,000 to $20,000,000 on a 
capitalization of $90,000,000; and in view of these large returns 
it might have been expected that the investments of the men in 
control of the Standard Oil properties would be found to be of 
considerable extent. But, in point of fact, their outside interests 
do not seem to have been of any great importance prior to 1887 
or 1888. Clearly there were no evidences of that unanimity of 
action in the placing of investments which has later operated to 
make the so-called Standard Oil group a power in the industrial 
and financial world at large. Then they were pre-eminent in 
only one. field of activity—that of petroleum-refining. The 
explanation of this fact is not far to seek. In the earlier days 
large dividend payments could be very profitably reinvested in 
the business from which they were derived—in improvements in 
processes, in additions to holdings, and in the development of 
allied and subsidiary industries. The pipe-line system, for 
example, which had been’ so effectively extended, had required 
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large expenditures for the purchase of competing lines and the 
building of new ones. The utilization of by-products, too, had 
been: largely undertaken since 1875, while natural gas, being 
found in the neighborhood of the oil fields and requiring similar 
methods of piping and drilling, offered another obvious avenue 
of investment. But, although with this growth in size and com- 
prehensiveness,and with increased economies of production, divi- 
dends were becoming progressively larger, the opportunities for 
their reinvestment were none the less rapidly diminishing. A 
time must come when profits would grow to be sufficiently 
unwieldy to present a serious problem in investment, and that 
time seems to have been reached toward the close of the eighties. 

All this does not mean that there had been no outside invest- 
ments whatever prior to the period in question. Individual mem- 
bers of the Standard Oil Trust had without doubt been connected 
with other lines of activity, notably with the railroads of the 
country. But none of these early investments are of particular 
importance as evidencing an extension of the group interests. 
They seem to have been purely personal matters, and as such 
they are significant only as indications of the probable direction 
to be taken by later and more important investments. As has 
been said, the period of general group expansion does not begin 
until 1887 or 1888. In the former year John D. Rockefeller 
became a member of the syndicate that bought out the Minnesota 


°For example, Henry M. Flagler appeared on the directorate of the Valley 
Railroad Co., in 1879. In 1882 William Rockefeller became director of the 
Chicago, Milwaukee & St. Paul. Benjamin Brewster, a holder of Standard Oil 
certificates, was perhaps more especially a railroad man prior to 1881, when he 
became vice-president of the National Transit Co. (the Standard Oil pipe-line 
organization). He had been interested in the construction of the Chicago, Rock 
Island & Pacific, becoming a director of the company in 1879 and continuing 
his connection with it until his death in 1897. Jabez A. Bostwick (one-time 
president of the American Transfer Co. and later trustee and treasurer of the 
Standard Oil Trust) also had large individual interests in railroads. In 1886 
he became president of the New York & New England, and about the same time 
acquired stock-holdings in other New England roads. 

Concerning Brewster, cf. Railway and Engineering Review, September 11, 
1897, Vol. XXXVII, p. 530; concerning Bostwick, cf. Railroad Gazette, December 
17, 1886; concerning Flagler’s appearance on the directorate Valley Railroad, 
cf. Poor's Manual, 1879; concerning William Rockefeller, director of the Chi- 
cago, Milwaukee & St. Paul, cf. Poor's Manual, 1882. 


< 
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Iron Co.1° Following the change of management, Benjamin 
Brewster and Henry M. Flagler were elected directors of the 
company as well as of its railroad, the Duluth & Iron Range," 
leaving no doubt that the “Standard” (to use the term in a 
newer, more detached sense) was interested. About 1887, or 
somewhat later, Rockefeller’s interests appeared in the Northern 
‘ Pacific and in the Missouri, Kansas & Texas,!* while in 1888 
William P. Thompson, C. W. Harkins, Charles Pratt, and 
Oliver H. Payne—all Standard Oil men in high standing— 
entered simultaneously the directorate of the Ohio River Railroad 
Co. Evidences of an organized expansion of investment interests 
are therefore not lacking to afford justification for dating the 
beginning of a second period of development from this time. 
During the new era Standard Oil holdings ceased to be regarded 
as trust stocks simply; they also included the outside investment 
interests of members of the group. In short, the emphasis began 
to shift from the industrial organization—the trust proper— 
toward the larger, more exclusively financial unit. The earlier 
combination had come about, in part at least, as the result of 
industrial exegencies. At any rate, it certainly made for increased 
facilities of production within the limits of the industry in ques- 
tion. But the later movement (so far as it was not concerned 
with allied industries) could not have legitimately redounded to 
the commercial advantage of the trust itselfi—certainly it could 
have had no effect upon methods, processes, and economies of 
production.?% 
* Commercial and Financial Chronicle, May 21, 1887, Vol. XLIV, p. 653. 
™ Cf. Poor's Manual of Railroads, 1888. 


% Commercial and Financial Chronicle, June 7, 1890, Vol. L, p. 801, says: 
“Parties familiar with the affairs of the company [i. e.,the M. K. & T.] remark that 
the presence on the board of Mr. Freeman, treasurer of the Standard Oil Co., and 
Mr. Colgate Hoyt, the Standard Oil representative in Northern Pacific, is a 
feature of the reorganization as accomplished. It emphasizes the fact that the 
Standard Oil people whom Mr. Enos has represented for over two years in his 
relations with the property continue to have a large and active interest in the 
road.” 

*Cf. T. B. Veblen, The Theory of Business Enterprise, especially pp. 35- 
37, Pp. 37: “The end of his [the business man’s] endeavors is not simply to 
effect an industrially advantageous consolidation, but to effect it under such 
circumstances of ownership as will give him control of large business forces or 
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Notwithstanding the nature of the expansion that was taking 
place, the trust was nevertheless still recognized as the nucleus 
from which the larger alliance took its growth. Men interested 
directly in the Standard Oil Trust formed the Standard Oil 
group; and it was not until some years later, when this connec- 
tion had become exceedingly attenuated, that the trust sank into 
a position of relative insignificance. Meanwhile the group-con- 
trol was being constantly extended, with a facility assuredly 
deserving of comment. It is true that the methods whereby 
large industrial concerns compel or otherwise induce their weaker , 
competitors to join with them or else be forced out of business, 
have become fairly familiar from constant iteration. But less 
space has been given to discussion of the means by which a group 
of investors (dating their union from some enterprise undertaken 
in common) may further extend their control by proceeding 
against the property of unorganized alien interests. The more 
powerful the group and the greater its resources, the more 
numerous, of course, are its opportunities to enlarge the scope of 
its activities. It may gain a foothold in legitimate commercial 
fashion by extending aid, perhaps, to the financially embarrassed 
upon terms favorable to itself. Or it may increase its holdings 
by direct purchase, by gradual acquisition, or by other means. 

A narration of the incidents leading up to the acquirement 
of control of certain Minnesota iron-ore properties by the “Stand- ¢ 
ard” affords an excellent illustration of the methods whereby 
this earlier extension of investment interests was effected. The 
owners of the Mountain Iron and Biwabik mines—two rich 
properties of the Missabe range—had been engaged in building 
a railroad, the Duluth, Mesaba & Northern, from the mines to 
the lake.1* Early in 1892 they became involved in financial 
difficulties, and at this juncture they were approached by an 
agent of Mr. Rockefeller, who offered them a loan of $1,600,- 
000, in return for which the Duluth, Mesaba & Northern, and 
the mining companies owned by those interested in the road, 
bring him the largest possible gain. The ulterior end sought is an increase of 


ownership, not industrial service ability.” 
4 Iyon Age, January 7, 1892, Vol. XLIX, p. 16; also ibid., February 4, 1892, 


p. 198. 
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were to contract to ship ore in the vessels of the American Steel 
Barge Co.’ for a certain number of years. The original bond 
issue of the road was also to be retired and a new issue of 
$2,000,000 to be put up as collateral for the loan.1® Having 
quelled opposition to this plan by purchasing the interests of 
certain minority shareholders,’* the newly formed syndicate pro- 
ceeded to buy a number of valuable properties.1* Early in 1893 
rumors of a pending consolidation began to be rife. It was an 
especially propitious time to conduct negotiations aiming at the 
control or acquisition of mines. The panic of 1893 was on; ore- 
producers were in desperate straits; mines were shutting down; 
loans on any terms were desired. The situation emphasized the 
advantage possessed by a wealthy group of investors with 
judiciously distributed holdings and well-established banking 
connections. The men in control of the Duluth, Mesaba & 
Northern needed assistance, as did the rest of the mine-owners. 
They secured therefore, through the vice-president of the Ameri- 
can Steel Barge Co., a loan of $432,575, for which they gave 
their notes secured by shares of stock of the Mountain Iron and 
the Missabe Iron companies, and the Duluth, Mesaba & Northern 
Railway.’® It is highly probable, too, that direct loans were 
made them.”° At any rate, it soon became evident that the trans- 
action was but another step in the direction of an ultimate shift- 
ing of control. 

In September, 1893, rumors of a pending consolidation 
became justified by the formation of the Lake Superior Consoli- 
dated Iron Mines Co., which took over the majority interests of 
some ten or eleven Messabe mines,the Duluth, Mesaba& Northern 


% The American Steel Barge Co. was a Rockefeller property; cf. Iron Age, 
December 29, 1892, Vol. L, p. 1281. 


% Iron Age, December 29, 1892, Vol. L, p. 1281; also Iron Trade Review, 
June 6, 1895, Vol. XXVIII. 


For mention of the controversy preceding a sale of minority interests, cf. 
Iron Age, February 2, 1893, Vol. LI, p. 249; Ratlway Age, February 10, 1893, 
Vol. XVIII, p. 123. 


Iron Age, March 16, 1893, Vol. LI, p. 622; ibid., April 13, 1893, p. 858. 


“Cf. facts disclosed in suit of Merritt, et al. v. American Steel Barge Co., 
Federal Reporter, Vol. LXXIX, p. 228. 


"New York Tribune, June 15, 1895. 
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Railway (with its ore docks), and the Rockefeller interests on 
the Gogebic range and in the Spanish-American mines of Cuba.?! 
The consolidation had been effected but a short time when it 
became evident that the original mine-owners and railway pro- 
jectors had been dispossessed of control. A series of disputes 
and litigations arose, some of the owners claiming that the stock 
offered as collateral for loans had been unlawfully disposed of ;2? 
others asserting that their property had been taken over at 
unjustly low valuations, as the result of misrepresentation.?® 

" Iron Age, September 7, 1893, Vol. LII, p. 444. 

The Merritt brothers had contributed to the consolidation of 51 per 
cent. of the share capital of the Mountain Iron, the Biwabik, and the Missabe 
Mountain mines in addition to other properties (cf. Iron Age, July 21, 1893). 
In 1894 they brought suit against The American Steel Barge Co. to recover 
the value of 1,331.3 shares of stock in the recently formed Lake Superior 
Consolidated Iron Mines Co. The loan of $432,575 obtained from Wetmore 
(of which mention has been made) was secured by stocks of the Mountain 
Iron and Missabe Iron companies, and the Duluth, Mesaba & Northern Railway 
—which stocks were not to be repledged nor disposed of in any way. Wetmore, 
however, transferred all the railway stocks to Mr. Rockefeller—as a pledge for 
a debt, he said. The Merritts agreed to let this pass as a sale of stock for 
their benefit, although a short time before the same man had converted $90,000 
worth of their bonds to his own use, upon which occasion they had “elected to 
waive the tort committed.” It is no surprise, therefore, to learn that Wetmore 
later sold the promissory notes and the rest of the pledged stocks in his possession 
to the American Stee' Barge Co., of which he was vice-president and managing 
officer. The stocks were subsequently converted into shares of the Lake Superior 
Consolidated Iron Mines Co. Upon maturity of the notes, the Barge Co. brought 
suit in a New York court and secured a decision authorizing the sale of the 
notes and collateral, the latter being bought in by the company for $25,000. 
The Merritts had previously sued the Barge Co. for the value of this collateral, 
but, the suit being brought in a Minnesota court, it was held that the decision of the 
New York court rendered first constituted a bar to action. Had the Merritts 
sued for the return of their stock, the Minnesota court, as having first jurisdic- 
tion, would have been entitled to retain it, since it would have been compelled 
to take possession of personal property. The decision of the United States Cir- 
cuit Court was reaffirmed March 1, 1897, by the Circuit Court of Appeals. Cf. 
Suit Merritt et al. v. American Steel Barge Co., Federal Reporter, Vol. LXXV, 
p. 813, and Vol. LXXIX, p. 228. 

% Another suit afterward compromised was brought by the Merritts on the 
ground that the Spanish American and Gogebic properties were taken into the 
consolidation at greatly inflated values. Cf. Federal Reporter, Vol. LXXVI, p. 
909, Rockefeller v. Merritt. For conjectures as to the terms of settlement, cf. 
Iron Trade Review, February 18, 1897; ibid., March 4, 1897, Vol. XXX; New 
York Tribune, February 13, 1897. For details concerning the McKinley proper- 
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Matters were not completely adjusted until sometime in 1897. 
Meanwhile the company once within the control of wealthy 
financiers rapidly acquired new mines both by lease and by 
purchase, while the Duluth, Mesaba & Northern soon had a 
practical monoply of the ore transportation of the range. 

The most important development, however, of the period under 
discussion lay not in the acquisition by the Standard Oil group 
of valuable mining properties, but in the addition to its resources 
of substantial banking facilities. The alliance with the National 
City Bank had presumably been established by 1894, and although 
the bank was by no means in a position of such exceptional 
power as at present, its connections were nevertheless extensive.” 
ties cf. Iron Age, June 22, 1893, Vol. LI, p. 387. Regarding controversies, cf. 
Iron Age, May 30, 1895, Vol. LV, p. 1136; Iron Trade Review, June 6, 1895; 
ibid., June 13, 1895. Concerning “terms of settlement,” cf. ibid., August 15, 1895, 
Vol. XXVIII. 

*It had a large representation in the United States Trust Co. and in the 
Farmers’ Loan and Trust Co. Its president, James Stillman, was a director of 
the New York Security and Trust Co., and two of its directors were also on the 
board of the Bank of the State of New York. Moreover, William Rockefeller 
was director both of the Hanover National Bank and of the Leather Manu- 
facturers’ National Bank. Other important financiers interested in the bank were 
connected with outside ventures, as for instance the Consolidated Gas Co., 
of which Percy R. Pyne (president of the National City 1882-91) and Samuel 
Sloan (vice-president of the National City) had been directors since its formation 
in 1884. That the National City interests in this company in 1894 were quite 
heavy is evidenced by the fact, that besides the two men just mentioned, 
Roswell G. Rolston, Moses Taylor Pyne, and James Stillman were on its 
directorate. 

The National City contingent also figured prominently in railroads.  Still- 
man had long been interested in western roads. He was director of the Chicago, 
Milwaukee & St. Paul from 1879 to 1889, and he had held a place on the 
directorates of several smaller railroads. In 1893 he became director of the 
Delaware, Lachawanna & Western, with which William Rockefeller had been 
connected since 1890, and of which Samuel Sloan was president at the time 
(1893). Moses Taylor (president of the National City from 1855 until his 
death in 1882) had been identified with the road during his lifetime. He had 
also been interested in the Western Union Telegraph Co.; and the presence of 
Samuel Sloan and Percy R. Pyne on the directorate of the latter company in 
1894 would indicate that the interest of the National City thus acquired had 
not been relinquished. 

For facts concerning Moses Taylor, cf. Rhodes’ Journal of Banking, May 
1882; Bankers Magazine, May, 1882; for the accession of Stillman to the 
presidency of the National City, see Bankers Magazine, December, 1891; cf. 
also lists of directors in Poor’s Manual of Railroads. 
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Its affiliations resulted indeed in the annexation by the Standard 
Oil group, of financiers who later became more prominently 
identified with it than many men foremost in the field of 
petroleum-refining. 

Sufficient evidence has now been adduced to make it apparent 
that by 1893 or 1894 Standard Oil had developed into an impor- 
tant investment power. Standard Oil men had gained entrance 
into rich ore properties, such as the Minnesota Iron Co., and the 
Lake Superior Consolidated Iron Mines Co. They were in west- 
ern railroads, such as the Northern Pacific and the Missouri, 
Kansas & Texas. They had holdings in eastern roads (the New 
York, New Haven & Hartford, the Ohio River Railroad Co., 
and the Delaware, Lachawanna & Western). Some of the group 
were identified with the National Lead Co. (successor to the 
Lead Trust, 1891) ; others (probably) 2° with the American Cot- 
ton Oil Co. Standard Oil men had acquired interests in street- 
railway and electric-lighting properties, to wit, the North Ameri- 
can Co.;?° and finally they were allied (more correctly perhaps, 
identified) with the financial interests in control of the National 
City and its affiliated Institutions. In short, the term Standard 
Oil had by this time gained a wider significance than was 
attached to it in the early days of its formation. The trust was 
no longer the cohesive force that kept the group together. In 
fact, it was only one of many interests that the men composing 
it had in common—some of them no doubt being financiers who 
had never had the slightest direct connection with the Standard 
Oil Trust. 27 

* Cf. note 8. 

* The North American Co. was originally intended to take over the assets 
of the Oregon and Transcontinental Co. It was later empowered to acquire stock 
of street railway and lighting properties. Charles L. Colby, the first vice-presi- 
dent of the company, had been frequently associated with Mr. Rockefeller; 
Colgate Hoyt, a member of the board of directors, represented the Rockefeller 
interests in the Northern Pacific; E. D. Bartlett was also a director. Jron Age, 


April 13, 1893, Vol. LI, p. 858; cf. also Commercial and Financial Chronicle, 
November 15, 1890, Vol. LI, p. 680; ibid., June 3, 1893, Vol. LVI, p. 931. 


“It should be borne in mind that the personnel of all the important 


financial groups of today is in the nature of the case subject to frequent 
changes, many of the men formerly active within their circle gradually surrender- 
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But the fact that the group had secured recognition as a force 
in the investment world at large did not mean that its evolution 
was complete. It was merely in a position to enter upon a new 
developmental era furnishing some striking parallelisms with 
the early period when Standard Oil was struggling for pre- 
eminence in the petroleum-refining industry. But the competi- 
tors in this more comprehensive struggle were not to be refiners 
of petroleum, but groups of financiers representing important 
and highly diversified industrial and financial interests. Compe- 
tition among these groups was quite a different matter from 
competition within the limits of a single industry, covering as it 
did so wide an investment field. Obviously, when such opposing 
forces contended one against another, the results were certain 
to prove much more far-reaching than if the several group hold- 
ings had been confined to but one line of investment. 

Here again it is possible to trace the growth of a community 
of interests among these competitive groups, and to adduce 
certain facts which seem to indicate that one particular group— 
namely, the Standard Oil—may sometime come to dominate the 
entire investment field, as the smaller unit long ago came to 
control the industry of petroleum-refining. First, however, it 
will be necessary to touch briefly upon certain facts relating to 
a number of the important groups of investors who were brought 
into relations with Standard Oil in the course of the next few 
years. 

In 1893, a date which marks a turning-point in the financial 
history of the country, the Goulds and the Vanderbilts were 
still in the ascendency. The men in control of the Pennsylvania 
Railroad were also a force in the community, while Huntington 
in the Southern Pacific wielded a powerful one-man control. 
But all the group interests, extensive though they might be, were 
more or less jealously confined to a single investment field—rail- 
roads. The Vanderbilt power was grounded almost exclusively 
upon its control of the New York Central and subsidiary lines. 
The Gould investments likewise were practically limited to rail- 


ing the conduct of affairs into the hands of younger, more efficient men, while 
death and various causes are responsible for the disappearance of others. 

















TENDENCIES OF MODERN COMBINATION 205 


roads, especially westein roads, such as the Missouri Pacific, 
the Wabash, the Texas & Pacific, the International & Great 
Northern, and the St. Louis, Iron Mountain & Southern.?® 
Indeed, outside of the Western Union Telegraph Co.,?® in which 
Jay Gould became interested in 1881, the Goulds may be said 
to have had no other important holdings. Harriman had not 
yet been spoken of in connection with Standard Oil, and the 
Moores were unknown save as organizers of the New York 
Biscuit and Diamond Match companies.*° Morgan was still in a 
subordinate position as an ally of the Vanderbilts. In fact, the 
firm of Drexel, Morgan & Co., though well established and 
enjoying influential financial connections, had apparently been 
chiefly occupied up to that time with placing the investments of 
its rich clients. Nothing had been heard of the so-called Morgan 
railway systems, steamship lines, or steel trusts. But with the 
financial disturbances of 1893, which led to the bankruptcy of 
so many railroads, came the rise of the Morgan group as an 
independent investment power—a development almost spectacu- 
lar in its suddenness. An account of the growth of the Morgan 
railroad interests may properly be given in some detail, in order 
that an idea may be had of the character and strength of one of 
the most formidable groups of investors that Standard Oil would 
have to encounter during the period of its later development as 
a financial aggregation representing many and highly diversified 
interests. 

The first of the railroad reorganizations undertaken by the 
firm was that of the Richmond & West Point Terminal Railway 
and Warehouse Company. In this case the security-holders 
themselves made application to Drexel, Morgan & Co., who, 
after one refusal, at length agreed early in 1893 to take charge 

2>Commercial and Financial Chronicle, January 12, 1895, concerning the 
report of the appraiser appointed to fix the value of the Jay Gould estate at 
the time of his death, December, 1892. 

* For Western Union Telegraph Co. cf. “Investors’ Supplement” of the 
Commercial and Financial Chronicle, July, 1887. 

For accounts of illegitimate speculation in the stocks of these companies 


carried on by the Moores, cf. Commercial and Financial Chronicle, August 29, 
1896, and October 10, 1896. 





206 JOURNAL OF POLITICAL ECONOMY 


of the reorganization upon assurances of a strict compliance with 
their terms.*' By the close of 1894 the new Southern Railway 
Co. had been established, to operate upon a more conservative 
financial basis than its bankrupt predecessor. The stock of the 
company was placed in the hands of a voting trust consisting of J. 
P. Morgan, George F. Baker (president of the First National 
Bank of New York), and Charles Lanier,®? while Messrs. 
Spencer, Wright, and Coster, all of the firm of Drexel, Morgan 
& Co., were placed on the board of directors.** The reorganiza- 
tion resulted in the Morgan interest being left in control of a 
road that later developed into one of the great railway systems of 
the country. 

In February, 1893, the Philadelphia & Reading—the most 
important of the anthracite coal roads—went into bankruptcy. 
It was reported that Morgan-Vanderbilt interests had secured 
control of the company, but this report was vigorously denied 
at the time. Morgan, however, eventually undertook to adjust 
the finances of the road,** and it was thought that he, as well 
as others associated with him, secured large amounts of the 
stock and preference bonds thrown on the market by holders 
unwilling to pay the 20 per cent. assessment announced under 
the reorganization plan.** The road was sold under foreclosure 
(September, 1896), together with the Philadelphia and Read- 
ing Coal and Iron Co., and was purchased by the reorganization 
committee for $20,500,000. When the reorganization was 
completed, the stock of the New Reading Co. (which took over 
the securities of the older road and its subsidiary properties) 
was deposited with a voting trust consisting of J. P. Morgan, 
F. P. Olcott (president of the Central Trust Co.), and one 

* Bradstreet’s, April 22, 1893, Vol. XXI, p. 243; May 27, 1893, Vol. XXI, 
Pp. 329. 

= Commercial and Financial Chronicle, November 10, 1894, Vol. LIX, p. 836. 

8 Tbid., October 27, 1894, Vol. LIX, p. 739. 

“ Bradstreet’s, July 13, 1895, Vol. XXIII, p. 437. 

® Ibid., December 21, 1895, Vol. XXIII, p. 805; cf. also Poor's Manual of 
Railroads, 1896, pp. 805, 806. 

Commercial and Financial Chronicle, September 26, 1896, Vol. LXIII, 
p. 560. 
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other selected by them. The first board of managers, moreover, 
contained three strong Morgan representatives.** 

Similarly, the New York, Lake Erie & Western, which went 
into the hands of a receiver shortly after the Reading bankruptcy, 
came within Morgan’s power,** as did the Hocking Valley, which 
defaulted in its interest payments in 1897.3® Later in the same 
year Morgan’s assistance was invoked again in behalf of the 
Lehigh Valley Railroad, as it was thought that, in view of the 
control he had come to exercise over certain coal roads, it would 
be to his interest to preserve the solvency of all of them.*° How- 
ever that may be, the banking house of J. P. Morgan & Co. 
agreed to adjust the finances of the road *1—a task which was 
successfully performed; and by the beginning of January, 1901, 
Morgan men had come into undisputed control of this company.*? 


* C. H. Coster, F. L. Stetson, and George C. Thomas (cf. Poor’s Manual of 
Railroads, 1896 and 1897). In 1901 Morgan secured control of the Central of 
New Jersey and turned it over to the Reading, upon payment, it is said, of a most 
adequate compensation. Cf. Report of the Industrial Commission, Vol. XIX, p. 
461 (1902): “According to competent testimony before the Industrial Com- 
mission, the price paid to the banking house of J. P. Morgan & Co., which 
secured control of the shares before selling them to the Reading Co., was the 
highest in the history of the Central Railroad of New Jersey. 

J. P. Morgan, Louis Fitzgerald (president of the Mercantile Trust Co.), 
and Sir Charles Tennant held the stock of the Erie in a voting trust, while 
Charles Coster, E. B. Thomas, Samuel Spencer, and F. L. Stetson were among 
the directors. The syndicate in charge of the reorganization agreed to provide 
$10,000,000 for assessments on all stock not assenting to the plan proposed, and 
to take $15,000,000 new prior lien bonds.—Bradstreet’s, August 31, 1895. 

® The Hocking Valley defaulted in the interest payments on its consolidated 
5’s, of which Mr. Morgan was said to have been the largest individual holder, 
although he also owned a considerable amount of preferred stock. Cf. Com- 
mercial and Financial Chronicle, February 20, 1897, Vol. LXIV; February 27, 
1897, Vol. LXIV. 

“Indeed, it was said at the time that through the absolute power of the 
Morgan interests in the Reading and the representation which allied financial 
powers [Standard Oil and Vanderbilt representatives?] had obtained in the 
Delaware & Hudson and the Delaware, Lachawanna & Western, it was believed 
that fully 60 per cent. of the anthracite coal production of the country was in 
his hands. Cf. Bradstreet’s July 17, 1897, Vol. XXV, p. 453. 

“1 Commercial and Financial Chronicle, March 13, 1897, Vol. LXIV, p. 516. 

“ Tbid., June 24, 1899, Vol. LXVIII, p. 1226; January 12, 1901, Vol. LXXII, 
p. 87. 
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Still another of the roads that went under during the period 
from .1893 to 1897 came under the Morgan influence. It was 
the Northern Pacific, which became insolvent in 1893, but 
because of complications, due to the appointment of numerous 
receivers with conflicting duties, was not reorganized until 1896, 
when the plan brought forward by J. P. Morgan & Co., with the 
co-operation of the Deutsche Bank of Berlin, was successfully 
executed.*% As a result of his interest in the Northern Pacific, 
Morgan first came into relations with James J. Hill, president of 
the Great Northern, who was supposed to have bought largely 
of the Northern Pacific securities the year before.** The two 
roads, under the leadership of Morgan and Hill respectively, 
thus came into harmonious relationship some time before the 
Northern Securities Co. was formed. 


ANNA YOUNGMAN 
LovISVILLE 


* Poor's Manual of Railroads, 1896. The syndicate subscribed $45,000,000 
for the purpose of carrying the plan through and of providing for working 
capital and improvements. 


“ Commercial and Financial Chronicle, May 18, 1895, Vol. LX, p. 874. 


[To be continued. | 











ECONOMIC PROBLEMS IN AGRICULTURE BY 
IRRIGATION 


I. THE IMPORTANCE OF AGRICULTURE BY IRRIGATION 


Agriculture by irrigation presents some of the most interesting 
as well as some of the most difficult problems found in the field of 
agricultural economics. It has been with enormous rapidity that 
the frontier of American agriculture has moved westward during 
the past century. One by one new conditions have presented new 
problems which had to be met and solved. The westward move- 
ment long since reached the arid region. The new economic prob- 
lems here presented to the homeseeker center about the organiza- 
tion of agriculture by irrigation. While the greater part of the arid 
West must ever remain relatively fruitless, the favored spots where 
irrigation can be practiced are becoming the centers of the most 
profitable and the most progressive agriculture in America. 

Without irrigation the land of the arid states would be valued 
according to the profits of the grazing industry which could be based 
upon it, and this would probably not exceed, on the average, $1.25 
an acre. Some of the best, irrigated land in Colorado sells for $300 
per acre, some of the hop lands of the Yakima Valley in Washing- 
ton sell for $700, and citrus-fruit lands in California sell for as 
high as $1,800 per acre. 

But the profits of agriculture by irrigation are not confined to 
those special crops, which are, it is true, more especially adapted to 
this form of agriculture because they are crops requiring intensive 
culture. The ordinary farm crops are being produced with great 
profit in the irrigated regions. Wheat, oats, barley, hay, and 
potatoes are grown almost exclusively by irrigation in seven of the 
Rocky Mountain states, namely: Montana, Wyoming, Colorado, 
New Mexico, Arizona, Utah and Nevada. It is true that when the 
figures showing the quantities of these crops produced in the arid 
states are compared with those of the United States as a whole, 
they seem relatively small; yet in themselves 32,000,000 bushels of 
grain, 13,000,000 bushels of potatoes, and 4,500,000 tons of hay, 
with an aggregate value of more than $60,000,000, are an important 
contribution to the nation’s annual income. 

The average returns of these five crops in the seven Rocky 
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Mountain states have been compared with the averages for the 
same group of crops for the remainder of the United States. The 
figures are based upon those given in the Yearbook of the Depart- 
ment of Agriculture for 1904. The figures show: clearly that the 
average value per acre of crops is much greater in the states where 
irrigation is commonly practiced than in the humid regions. The 
average return of the area devoted to grain, hay, and potatoes in 
the seven States is $19.82 per acre, whereas the average for the 
remainder of the United States is $12.55—an advantage in the 
favor of agriculture by irrigation of $7.27 per acre. The advantage 
in the case of wheat is $11.82 per acre, and in the case of potatoes 
$17.40 per acre. 

According to the last report on the “Progress of the Sugar Beet 
Industry in the United States,”* the area of sugar-beets harvested 
in the United States in 1904 was 197,784 acres, 105,000 acres, or 
53 per cent., of this area being in the four states of California, 
Colorado, Idaho, and Utah, in which irrigation is necessary to 
sugar-beet production. Owing to the higher average yield of sugar- 
beets per acre and to the higher average percentage of sugar in the 
beets grown in these irrigated states this 53 per cent. of the total 
area yielded over 60 per cent. of the total quantity of sugar manu- 
factured. The return to the farmer was $54.18 per acre in the arid 
states, and $39.15 in the remainder of the United States, leaving a 
balance in favor of beet production by irrigation to the amount of 
$15.03 per acre. 

When the returns per acre in the irrigated areas in the United 
States devoted to these six crops—barley, hay, oats, potatoes, sugar- 
beets, and wheat—are compared with the average returns per acre 
on the areas devoted to these crops in the remainder of the United 
States, it is found that the general average returns on the former 
area is about $21 per acre, while that for the latter is about $12.50, 
showing a general average advantage of $8.50 per acre in favor of 
irrigation. This does not mean, of course, that agriculture by irri- 
gation yields larger returns per unit of labor and capital invested ; 
so far as these figures are concerned, the reverse might be true. 
3ut these figures do emphasize the fact that agriculture by irriga- 
tion seems to warrant a larger investment per acre of land in the 
production of the crops named, than does the agriculture of the 
humid regions of the United States. 

‘ Report No. 80, U. S. Department of Agriculture. 
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The crop returns in the seven Rocky Mountain states (Montana, 
Wyoming, Colorado, New Mexico, Arizona, Utah, and Nevada), 
compared with those for the remainder of the United States, in 
1905, are as follows: 


AVERAGE VALUE OF CROPS PER ACRE 














Crop se Mountain | Remainder of the | Difference in Favor 
egion United States of Irrigation 
$23.16 $11.24 $11.82 
17.69 13.01 4-68 
16.41 9-96 6.45 
66.52 49.12 17.40 
54-18 39-15 15.03 
21.32 11.44 9.88 
20.97 12.47 8.50 

















* California and Idaho are included in case of sugar beets. 


The area for which we have figured these average returns repre- 
sents only about one-third of the total irrigated area in the United 
States. According to the census figure for 1902, about 9,500,000 
acres of land were irrigated in the United States. There has been 
some increase since that time in the area irrigated, but to make our 
estimate conservative we have multiplied this area by the general 
average returns described above, which gives a total product of 
nearly $200,000,000 for the entire irrigated area. That $200,000,- 
000 is a very conservative estimate will be appreciated when it is 
remembered that these are crops which generally yield relatively 
smal returns. The vast fruit industries of all the irrigated states 
have not been included in the figures used for calculating this 
general average, and could statistics for these crops be secured and 
included, the average return might be much above $21 per acre. 
But assuming $200,000,000 to be a fair estimate of the farm value 
of the crops grown upon irrigated land, this would be by no means 
the whole truth as to the importance of agriculture by irrigation. 
To this must be added the industries that are based upon these crops 
and the many indirect results of irrigation. 

The range live-stock industry has been greatly influenced. In 
the early days the live stock had to depend upon the range in winter 
as well as in summer and great losses were common because of the 
lack of a winter food-supply. At the present time the range is 
supplemented by the production of alfalfa hay for winter feed, and 
the range industry has been insured against heavy losses. Not only 
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is the industry secure, but the products are of a higher quality, the 
lambs fed in Colorado being noted for their fine quality. 

Likewise the mining interests have been greatly influenced by 
agricultural development resulting from irrigation. The presence 
of a relatively cheap food-supply in the Rocky Mountain region 
has made possible the exploitation of many natural resources of that 
region which could not have been so extensively developed had it 
been necessary to depend upon eastern states for food-supply. 

More general, and yet equally important, has been the influence 
of agriculture by irrigation upon the transportation lines from East 
to West. The agricultural products and the increased mineral pro- 
ducts have an important influence upon the profits of railway-build- 
ing, making it possible to have much better means of transportation 
through these regions than could have been built without the profit 
due to the population and industry made possible by irrigation. 
A good example is the influence of the fruit industry of southern 
California upon the transportation lines between that region and 
Chicago. 

Agriculture by irrigation is developing a new type of farmer. 
There are several reasons for this: (1) relatively large investments 
are necessary to this form of agriculture; (2) the profits due to 
superior efficiency as a manager are very large, while the losses 
due to careless management are sufficient to eliminate the negligent 
farmer; and (3) the opportunities for planning the work of the 
farm, as if it were a factory, are much better than in the humid 
regions, because the water-supply can be so regulated that the 
field operators move on regularly from seed-time to harvest. Where 
the farmer is secure in his right to an adequate supply of water, 
the chance element is less also with regard to quantity of crops 
produced. While the operator of the irrigated farm is surrounded 
by forces and conditions which seem not only to make possible, but 
even to compel, development of the business side of agriculture, he 
is at the same time confronted with difficult problems of his own. 


Il. ECONOMICAL USE OF WATER IN IRRIGATION 


Agriculture by irrigation, as well as agriculture under less arti- 
ficial conditions gives rise to two classes of economic problems. 
In the first class are those problems which confront the farmer in 
his efforts to select land, choose crops, and regulate the proportions 
between land, water, labor, and equipment in such manner as will 
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enable him to secure the largest total net profits. In the second 
class are those problems which confront the statesman whose duty 
it is to formulate laws, and institutions which will set such limita- 
tions on free actions of individuals as may be required to bring 
their actions into harmony with the interests of society as a whole. 

There is manifestly a close relation between these two classes of 
problems. It is necessary that the statesman shall understand the 
motives and actions of individuals when left to do as they please. 
It is also necessary that he shall have a clear comprehension of the 
actions required of the individual to secure the highest degree of 
social well-being. 

It is perhaps true that the primary function of public authority 
is, through its laws and institutions, to bring the actions of indi- 
viduals into harmony with the interests of society as a whole, but 
another function of the state is the education of the farmers to 
know and to do that which is, at the same time, in their own interest 
and in the interest of society as a whole. To take a familiar 
instance, for example, it may be to the interest of Farmer D, in an 
irrigated region, to take from the stream the water which Farmer 
C has long used. This may enable Farmer D to convert relatively 
worthless lands into fruitful fields, but it will be at the expense of 
farmer C, whose fields would be fruitless and whose improvements 
would be rendered worthless. Thus it is that freedom on the part 
of each farmer, to follow his own interest in the appropriation of 
water, would lead to the destruction of property. It has, in fact, 
been true in the irrigated regions, as is generally known, that lack 
of state regulation has resulted in a sort of anarchy. The farmers 
have at times resorted to their guns to enforce what they looked 
upon as their rights. Laws regulating the appropriation of water 
are manifestly necessary to the well-being of society in the arid 
West. 

Under proper regulation of the water-supply, it may be to the in- 
terest of the farmer to use water with that degree of economy which 
makes the water-supply add most to the national wealth, and yet 
because of ignorance of his best interest the farmer may fail to live 
up to this ideal. It is not a simple problem to make sure that the 
water is used on the proper land, in the production of the proper 
crops, and in the proper quantities per acre to enable the farmer to 
secure the best results. It is very important, therefore, to carry on 
those lines of investigation which will lead to the education of the 
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farmers in the economical use of water. These are problems which 
are important in every branch of agriculture; but in agriculture by 
irrigation, where the farmers are required to act together to secure 
their water-supply, and where the investments are relatively very 
large per acre, both regulation and education are exceedingly impor- 
tant. 

The economic problems involved in the use of water whether 
viewed from the standpoint of the individual farmer or from the 
standpoint of the nation as a whole, may be included under four 
heads: (1) On which land should the water be used? (2) To which 
crops should the water be applied? (3) How should the water be 
applied? (4) How much water should be used per acre in the pro- 
duction of a given crop? 

1. On which land should the water be used?—The social ideal is 
the largest gross return from the sum-total of the resources of the 
country. The goal of the individual farmer is the largest total net 
profit. 

The supply of irrigable land is very great when compared with 
the supply of water which can be used for purposes of irrigation. 
Since only a small part of the land can be irrigated, on which land 
should the water be used? Should it be used on the land which is 
most fertile when irrigated? Not necessarily, because such land 
may be located far from the market, so that less fertile land near the 
market may enable the user of the water to secure larger returns in 
values. But, again, where the fertility and the distance from the 
market are the same, one piece of land may be much more accessible 
than another for purposes of irrigation, and for this reason enable 
the user of the water to secure larger returns for his investment. 
Fertility and location, location with respect to the market and with 
respect to the water-supply, are the physical factors which underlie 
productivity. By productivity of the land is meant its value-pro- 
ducing power per unit of expenditure for productive purposes. 

Shall we say, therefore, that the water should be used upon the 
most productive land? From the standpoint of the individual farmer, 
this question may be answered in the affirmative, for this would 
enable him to win the largest total net profit. If the water of a 
stream were used once for all and the location of its use affected 
only the land on which it is first applied, this use would conform to 
the social as well as to the individual ideal. But it is said to be true 
that with present methods of irrigation the same water may be used 
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several times for purposes of irrigation; that a large percentage 
of the water put upon the land finds it way, by seepage, back to the 
stream and may be diverted by those whose head gates are farther 
down the stream. Other things being equal, the water-supply of 
a given stream can be made to yield the largest results for the nation 
when it is diverted as it first emerges from the mountains. This 
will give the greatest opportunity for return seepage and secondary 
and tertiary diversion before the stream passes from the arid to the 
humid regions.?, This use of the water is likewise most desirable 
when viewed from the standpoint of losses from the stream due to 
evaporation. 

The problem of where the water should be used in order to 
secure the best results is, therefore, a very complex one; and even 
if the individual farmers were capable of making the right choice 
of land, it is by no means clear that their interests would coincide 
with the social ideal. 

2. The crops for which the water should be used.—Having 
selected the land, the next problem is to ascertain which crops 
should be grown in order that the best results may be secured. The 
value of the crop per acre of land, the value of the crop per unit of 
water used, the net profit per acre of land, and the net profit per 
unit of water used, have each been taken by different men, and even 
by the same man at different times, as a standard by which to esti- 
mate the relative profitableness of the different crops which will 
thrive. When the subject is viewed from the standpoint of the indi- 
vidual farmer, whose purpose it is to secure the largest total net 
profit in return for the time and energy which he puts into agri- 
cultural production, none of these criteria would necessarily prove 
correct. In the first place, the crop which yields the highest return 
per unit of land may require such large quantities of water that the 
return per unit of water is relatively small; and, again, it may prove 
true that the crop which yields the highest gross return in value 
per acre may require such large investments of labor and capital 
that the net return per acre may be relatively small. The same 
criticism may be made if the largest gross return per unit of water 
be taken as the standard. It may prove true, moreover, that neither 
the crop which yields the largest net profit per acre nor that which 
yields the largest net profit per unit of water used will enable the 

2See Bulletin 157, U. S. Department of Agriculture, Office of Experiment 
Stations. 
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farmer to secure the largest total net profit for his time and energy. 
For example: Sugar-beets may yield a higher gross return per 
acre and per unit of water, and at the same time yield a larger net 
profit per acre and per unit of water used, than alfalfa, and yet it 
may prove true that a given farmer can secure a larger net profit 
per unit of time and energy devoted to alfalfa than to sugar-beets. 
This may be true for the reason that sugar-beets require much more 
labor and managerial activity per acre of land, or per unit of water 
used, than alfalfa. The farmer who follows business principles will 
subtract from the total gross returns secured from a given crop the 
total expenditures for the use of the land, water, and machinery, 
and for labor in case he hires any. This gives the net profit to be 
secured from this crop. This net profit should be compared with 
that to be secured from another crop to which the same time and 
energy may be devoted. This will require careful accounting, and 
yet it is essential if the farmer is to ascertain which crops are most 
profitable. In this comparison of the profitableness of crops, one 
factor should be taken into account. Different crops require water at 
different seasons. It is likewise true that different crops require the 
attention of the farmer at different times in the year. Crops requiring 
the attention of the farmer at the same time of the year may be 
called competing crops, because they compete for the time of the 
farmer. When the crops have been classified into groups of compet- 
ing crops, these groups may be called non-competing groups because 
each member of the groups requires the time and attention of the 
farmer, his horses, tools, machinery, and water-supply at different 
times of the year. Sugar-beets and potatoes may be given as one 
group of competing crops ; winter wheat and rye, as another ; spring 
wheat, oats, and barley, as another. From a given group of com- 
peting crops the farmer should select that one which, one year with 
another, will add most to his net profits. 

It may be true that the most profitable crop in the spring-grain 
group yields the farmer a smaller net profit per unit of time and 
energy than he is able to secure by the production of the most profit- 
able of the root crops and yet, since they require his attention at 
different seasons, his total net profit for the year will be much 
greater when he cultivates both crops than when he confines his 
attention to the one which yields the highest net profit per unit of 
energy devoted to its production. 
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It is a well-recognized fact that the different crops make differ- 
ent demands upon the soil. For this reason the crops which are 
associated together in the systems of rotation should be such as will 
make supplementary demands upon the soil’s elements of fertility. 
This in itself, however, is not a safe guide in determining which 
plants should be introduced into the field system; for it might lead 
to the cultivation of the less profitable of two competing crops, and 
thus reduce the farmer’s total net profit. Yet it should ever be kept 
in mind that if one of two competing crops exhausts the soil, while 
the other adds to its fertility, this must be taken into account when 
calculating the net profit which these crops can be made to yield. 
The crops being chosen which will, one year with another, enable 
the farmer to win the largest net profit, they should be arranged 
in the field system in such a manner as best to supplement each other 
in their demands upon the soil. 

Thus far it has been assumed that the water-supply, like the time 
of the farmer must be used as it passes by. This is not exactly 
true. The relatively high value of water in July and August has led 
to a desire on the part of owners of water rights in Colorado to store 
some of the water, which they have a right to use on grain crops in 
May and June, to be used on root crops later in the season. This 


practice has been objected to on the ground that the law states 
specifically that 


persons desiring to construct and maintain reservoirs, for the purpose of 
storing water, shall have the right to take from any of the natural streams 
of the state and store away any unappropriated water not needed for immediate 
use for domestic or irrigation purposes.’ 


That it is economically desirable to store water which would 
otherwise be used in the irrigation of wheat, when the greater value 
of water used later in the season justifies the expense, will, doubt- 
less, be quite readily granted. The objection arises from the fact 
that, once established, there is thought to be danger that this will 
lead to the expansion of earlier rights at the expense of the later 
appropriators. Whether or not this fear is well grounded depends 
mainly upon the efficiency of the administrative system. Water stor- 
age is expensive, and it is only when the high profits to be derived 
from the growing of the root crops enable the farmers to pay high 
prices for its use, that the practice is economical. And yet, when the 


*Mills’s Annotated Statutes, sec. 2270. 
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farmer’s profits can be increased by storing the water which he has 
a right to use in the wheat-irrigation season, and using it later for 
the irrigation of roots, it would seem that irrigation laws should not 
be so formulated as to prohibit this use of the water. The laws 
which apparently prohibit this practice will be recurred to later. 
Our aim here is to state principles. 

With freedom to uSe his land and his water-supply at the time, 
and in such a manner as will enable him to secure the largest net 
profits, the farmer should select from each group of competing 
crops that one which enables him to add most to his net profit, and 
every group should be represented in the field system if the most 
profitable crop in the group adds a sufficient amount to the total net 
profit to pay the farmer for his extra effort. 

Does the principle of crop selection which enables the farmer to 
secure the largest net profit lead at the same time to the best results 
socially? It seems clear that, when the individual farmer follows 
the above principle, he in no way limits other individuals from 
doing likewise. It is true also that this means of securing the high- 
est net profits has no tendency to reduce wages, interest, land values, 
nor water values, but rather to increase them. It is apparent, there- 
fore, that the choice of crops which enables the farmer to secure 
the largest net profits is also in harmony with the highest degree of 
productivity for the resources of the nation as a whole. Unfor- 
tunately, few farmers attain to this ideal. The information neces- 
sary to rational action is often lacking. The state has an important 
function, therefore, in securing and disseminating information which 
will enable the farmers to select those crops which one year with 
another will yield him the largest net profit. 

3. The methods of applying water—The flooding system, the 
check system, the furrow system, and the pipe and hose system 
are the most important of the different :nethods of applying water 
to land for purposes of irrigation. These methods are given in the 
inverse order of their expensiveness per unit of water applied. By 
the cheaper method—that of flooding—a larger share of the water 
applied to the land is lost by seepage and by evaporation. By the 
use of pipes and hose both of these losses are reduced to a minimum, 
The local value of water and the local value of labor are the 
principal factors which determine which method will prove most 
profitable. It has been common for irrigation engineers to speak of 
those methods of irrigation which require much water and little 
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labor, as wasteful. This is a wrong notion of economy in the use 
of water. Where water is plentiful and laborers few, the highest 
degree of economy is attained by that method of application which 
requires little labor, even if large quantities of water be used. We 
have here the problem of adjusting the proportions between expendi- 
tures for water and for labor in such a manner as will enable the 
farmer to secure the largest net profits. This is a problem that 
can be solved only by a system of accounting which will enable the 
farmer to act rationally. 

One point which has often been discussed under this head is 
the rotation of the water-supply. Where each farmer must take a 
continuous flow of water, it often happens that the quantity received 
by each farmer is much less than he is capable of handling. This 
results in a waste of time and an increased cost of distribution. It 
has also been pointed out on various occasions that where the 
farmer receives his water in such small quantites the loss from 
evaporaton and seepage is greatly increased. A system of rotation 
in the distribution of water which will give to each farmer, and 
especially to the small farmer, his water-supply in relatively large 
quantities for short periods at given intervals, or when he may 
choose to call for it, rather than a continuous flow of small quantity, 
is eminently desirable from the standpoint both of public and private 
economy. 

4. The duty of water—The proper quantity of water to be 
applied to an acre of land in the production of a given crop is 
referred to by irrigation engineers as the “duty of water.” Investi- 
gations have been carried on by the United States Department of 
Agriculture in co-operation with several of the agricultural experi- 
ment stations, to ascertain how much water should be applied to a 
given areg of land in the production of a given crop in order that 
the best results shall be obtained. The method has been to secure 
several plats of land which have a uniform soil, and to apply water 
in varying quantities per acre to the different plats in the production 
of a given crop. 

The experiments seem to indicate that to a certain point the 
produce increases more rapidly than the quantity of water applied, 
after which the total product per acre can be increased for a time 
by further additions of water, but a point is finally reached where 
the total product per acre decreases as the quantity of water applied 
is increased. This means, of course, that the maximum product per 
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inch in depth of water applied is reached long before the point of 
maximum return per acre has been reached. In the production of 
oats at the Utah station, for example, it was found that the largest 
product per acre was secured where water was applied in amounts 
equivalent to 30 inches of rainfall, but the largest product per unit 
of water was secured when limited to 15 inches. In the production 
of wheat at the New Mexico station it was found that the largest 
product per unit of water was secured when limited to 24 inches, 
but that the product per acre continued to increase until 35.3 inches 
had been applied. 

Thus far the experiments have not been planned with sufficient 
care. In most cases no account has been kept either of the costs or 
of the values of the products. But they give ground for the belief 
that carefully planned experiments may yield results of great value. 
In the planning of these experiments there is work for the 
economist and the accountant. 

The problem of the economical use of water is not simply that of 
ascertaining the proportions in which water and Jand should be 
brought together; it involves as well the proportions in which 
expenditures should be made for cultivation and irrigation. It is 
believed that irrigation can, to a certain extent, be made to take 
the place of cultivation, and it is certainly true that surface culture 
conserves moisture, and thus reduces the quantity of water required 
to produce a good crop. 

We have here the whole problem of the proportions in which the 
factors of production should be brought together, with one new 
element added—that of an artificial water-supply. This problem is 
discussed in works on economics under the captions of “the intensity 
of culture” and “diminishing returns.” Most economists have con- 
fined themselves to the one problem of the quantity of labor and 
capital which should be applied to a given area of land, and have 
concluded that the intensity of culture should be such that the 
increase in the total value of the product attributable to the final 
increment in the outlay shall be just sufficient to pay the cost of 
this final increment. 

Professor Carver * has made an advance over other economists 
by recognizing that the problem is not so simple as this; that the 
proportion between laborers and equipment, or between horses and 
machines is an equally important question. That is, if the farmer 


* Distribution of Wealth, chap. ii. 
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desires to harvest a particular crop, he may choose between several 
methods: the man and the sickle, where labor predominates over 
capital ; the self-rake, where labor and capital are more nearly equal 
in importance ; and the combined harvester and thresher, where the 
expenditure for the machine is very great and the number of men 
employed relatively very small. Or again, if the farmer desires to 
plow a particular field, he has his choice between the two-horse plow 
with which one man can plow two acres a day and a steam plow with 
which two men can plow 100 acres ina day. This is the problem of 
the proportions in which the factors of producton should be asso- 
ciated. Professor Carver’s solution to this problem is as follows: 

To ascertain the quantity of labor to be associated with a given 
quantity of capital in the form of machines, tools, and horses, one 
should increase the quantity of labor until the product attributable 
to the last increment of labor is just sufficient to pay the cost of 
employing that increment. Again, the quantity of capital to be asso- 
ciated with a given quantity of labor should be such that the product 
attributable to the last increment of capital will be just sufficient to 
pay the cost of securing the use of that increment of capital. The 
proportion between these two factors and land is to be ascertained 
in the same manner. That is, the degree of intensity should be 
such that the product attributable to the final increment will just 
pay the cost’ of securing that increment of the labor and capital ; or, 
what is the same thing according to Professor Carver, the quantity 
of land cultivated by a given supply of labor and capital should be 
increased or decreased until the product attributable to the final 
increment is just sufficient to pay the rent on that increment of land. 

If correct, the application of this method to the determination of 
the proportions in which water, land, labor, and capital should be 
associated gives a simple solution to this phase of the problem of the 
economical use of water: Simply increase the quantity of water 
until the product attributable to the last increment is just sufficient 
to pay for the water and its application. 

But it may have occurred to the reader to ask if the result is 
always the same whether the quantity of water used on a given area 
of land be such that the product attributable to the last increment 
of water is just sufficient to pay the costs involved in its application, 
or whether the quantity of land irrigated by a given quantity of 
water be such that the product attributable to the last increment 
of land is just sufficient to pay the cost of securing the use of the 
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land, the first would bring the largest net profit per unit of 
land, the latter the largest net profit per unit of water; and the 
writer doubts if these two usually coincide. 

If it were true that all farmers possessed ability of the same 
quality—that is, if all managers of farms secured the same return 
per unit of labor and capital operated, and the wages of superin- 
tendance were a known quantity which could be added to the cost 
of applying a given increment of labor and capital to a given 
piece of land—then (if all crops were equally profitable, 
which will here be granted only for the sake of concentra- 
ting the argument upon the one point—variation in the quality 
of the management) it would not make any difference whether suc- 
ceeding increments of land be applied to a given amount of labor 
and capital until the product attributable to the last increment of 
land is just sufficient to pay the rent of the last increment of 
land, or whether succeeding increments of labor and capital be 
applied to a fixed area of land until the product attributable to the 
last increment is just sufficient to pay its hire; but it is right here 
that the complexity arises. Professor Carver’s line of thought 
seems to assume that all men make the same profit per unit of 
investment in labor and capital, and that this profit is a definite 
known quantity which may be used in figuring the proper degree 
of intensity of culture. On the other hand, the writer believes that 
the farmer's profit is an indefinite residuum which it is the desire of 
the farmer to make as large as possible, and which will vary with 
the quality of the farmer's managing ability. This being true, Pro- 
fessor Carver’s method of ascertaining the proper degree of intensity 
of culture cannot be applied to the problem of ascertaining the 
proper amount of water to be applied to a given area of land, nor, 
in fact, to any other practical problem. 

The difficulties involved in the application of this method are 
illustrated by the figures in the following table in which it is assumed 
that each of two farmers, A and B, applies succeeding increments 
of labor and capital to an acre of land, and that Farmer B always 
secures 25 per cent. less product on the same grade of land with the 
same expenditure. When Farmer A must pay a rent of $5 per acre 
for the use of land, he can (according to this table of returns) 
secure the greatest net profit per unit of labor and capital by 
expending $12.50 per acre; but the net profit per acre of land is 
greatest when $17.50 is expended. In this case Farmer A will have 
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to choose between the maximum net profit per acre and the maxi- 
mum net profit per unit of expenditure for labor and capital. In 
case he should find that the same amount of managerial activity is 
required per unit of land regardless of the intensity of culture, he 
should spend $17.50 per acre; but if the same amount of managerial 
activity is required per unit of labor and capital whether expended 
upon a larger or a smaller area, then his best interests are conserved 
by seeking the maximum net profit per unit of labor and capital, 
for this would enable him to win the largest total profit from the 
business. 
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*The net return per dollar of expenditure for labor and capital is ascertained by subtracting the 
rent from the gross return and dividing the remainder by the number of dollars expended. This method 
is preferred to including the rent in the costs, for the reason that the rent comes out of the product 
as a rule, and is not commonly looked upon as an expense of production; and again, the money paid 
as rent, even if it were paid in advance and looked upon as an expense of production, does not make 
a demand on the managerial activity of the farmer in the way that expenditures for labor and 
capit lo. 


It is true that, if the rent were always put at just the requisite 
figure in this illustration, the degree of intensity which would yield 
the farmer the largest net profit per acre would be that which would 
yield him the largest net profit per unit of labor and capital. And if 
it were true that all farmers made the same rate of profit per 
composite unit of land, labor, and capital they manage— that is, 
if the quality of the management were always the same—then com- 
petition would drive rent up to the point where there would be only 
enough to pay costs, including the standard wages of superintend- 
ance, and the degree of intensity would be the same whether the 
farmer looked to the maximum average net product per unit of 
investment upon the land or to the maximum net profit per unit of 
land ; but when we recur to the fact that there are variations in the 
quality of the management, and that the farmer is the residual 
claimant in this enterprise whose profits are larger or smaller accord- 
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ing as he is more or less successful as a manager, the problem 
becomes very much more complex. 

Let us note the position of the two farmers, A and B, in the 
above table. When a rent of $5 is charged for the land, they both 
find that after paying the rent they have the maximum average net 
return per unit of investment in labor and capital when they each 
expend $12.50 per acre. This is also the degree of intensity which 
enables Farmer B to secure the maximum net return per acre of 
land but Farmer A can get a larger net return per acre of land 
by applying $17.50 per acre. Five dollars is, however, all that 
Farmer B can pay for the land; even then it is only as a laborer 
that he secures an income from which to live. It is fair to assume 
that Farmer A will not have to pay appreciably more rent for the 
use of the land than will Farmer B; and it will never be true, there- 
fore, of the farmer whose managing ability is of superior quality, 
that it is the same thing whether he applies labor and capital to a 
given amount of land until the product attributable to the last incre- 
ment of labor and capital is just sufficient to pay its cost (which is 
equivalent to the maximum net profit per unit of land), or whether 
he applies land to a given amount of labor and capital until the 
product attributable to the last increment of land is just sufficient 
to pay for the use of that increment of land (which is equivalent to 
the maximum net profit per unit of labor and capital). 

If the reader has followed thus far, he will understand why the 
writer conceives the problem to be a complex one. If the farmer 
could be sure that the demands upon him as manager would vary 
with the number of laborers employed, then he could secure the 
largest total net profit by applying land to any given number of 
laborers until the product attributable to the last increment of land is 
just sufficient to pay its rent, or, what is the same thing, by seeking 
the maximum net profit per unit of labor. In actual practice, how- 
ever, there are certainly many exceptions to this. It may help in 
solving the problem to classify the factors according as their 
increase does or does not make a proportional increase in the 
demand for managerial activity. The aim should then be to secure 
the maximum net profit per unit of the former class. 

So far as the available evidence is concerned, it may quite as 
well be true in the application of water to land that a farmer can 
operate a given amount of labor and capital without regard to the 
quantity of water used or to the area to which it is applied. It 
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would seem, therefore, that we can go no farther here than to say 
that the farmer should not increase the quantity of water per acre 
after the point is reached where, due to diminishing returns per 
succeeding unit, the increment of water could be made to add more 
to his total net profits by adding it to other land. In order that any 
satisfactory conclusion shall be reached on this subject, it is neces- 
sary to carry out experiments and to have a very careful system of 
accounting such as will show the relative profitableness of different 
combinations of the factors of production. 

The statement may be true that the farmer who is free to use 
his water supply as he pleases will find it to his economic self- 
interest to cease to increase the quantity of water applied to a given 
area, before the point is reached where the final increment of water 
would add more to his net profit if applied to other land, and it may 
be that in so doing he-adds most to the total wealth of the country ; 
yet the problem remains of developing a system of accounting which 
will enable the farmer to attain this ideal, and this duty devolves 
upon the state.® 


Ill. THE INFLUENCE OF LAWS AND INSTITUTIONS ON THE ECONOM- 
ICAL USE OF WATER 


Water rights under streams.—In formulating laws and institu- 
tions to regulate the use of water, it is important that, so far as 
possible, the regulation should make it to the interest of the farmer 
to strive after the highest social economic ideal, or, in other words, 
harmonize individual and social interests. Under present irriga- 
tion institutions there are two methods of granting the use of water. 
One is to grant a definite quantity of water which may be used 
where the grantee may choose and on any quantity of land he may 
choose ; the other method is to grant sufficient water to irrigate a 
specific tract of land of a given area, with a maximum limit as to 
the quantity of water which may be taken. Irrigation authorities are 
not agreed as to the relative merits of these two systems. The attach- 

5The problem of ascertaining the most profitable degree of intensity of 
culture as well as that of crop selection is one which demands attention in all 
lines of agricultural production in this day of increasing land values. The 
United States Department of Agriculture and some of the state experiment 
stations are commencing to work on these problems. It is expected that the 
results will be highly interesting to economists as throwing light upon some 
unsettled questions in economic theory, as well as beneficial to the agricultural 
interest. 
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ment of the water right to a specific tract of land has been objected 
to because, if strictly adhered to, it might require a farmer to use 
his water upon relatively unproductive lands; whereas, if he were 


free to exercise a second choice, he might use better land and add> 


more to his income and to that of the nation. On the other hand, 
so closely interrelated are the interests of the different farmers on 
the same stream, owing especially to the effects of return seepage, 
that perfect freedom to change the place of using water may 
endanger the rights of others; and again it is claimed that where 
rights are not attached to the land there is great danger that the 
rights of earlier appropriators will be expanded to the detriment of 
later appropriators. In Wyoming, where the law of 1890 attached 
the water definitely to a specific piece of land, experience has 
emphasized the advisability of allowing transfers of rights from one 
piece of land of a given area to another of equal area, where the 
owner of the right is clearly to be benefited and where the interests 
of others are not injured. On the other hand, in Colorado there 
was no statutory regulation of the transfers of water rights prior 
to 1901, and yet in that state, as throughout the arid West, the courts 
have declared against transfers wherever it has been proved that 
others have been injured thereby. At the present time transfers are 
closely restricted in Colorado. While experience has proved the 
desirability of granting transfers of water rights from one piece of 
land to another in order that farmers may use water to better 
advantage, it has likewise demonstrated the wisdom of regulating 
such transfers in such a manner as will protect the interest of other 
farmers. 

Regarding the relative merits of granting a specific quantity of 
water, as is the practice in Colorado, and granting sufficient to irri- 
gate a given area of land, there are wide differences of opinion. It 
is very generally believed that the farmers will use the water more 
economically if it is secured in fixed quantities, without reference 
to the extent of the area to be irrigated, than where the area is 
the fixed unit. For example, if the farmer has a fixed quantity of 
water which he is free to use as he pleases, he will cease to add 
another increment of water to a given area when this water will 
yield him a greater net profit when applied to other land which 
would otherwise be left unirrigated. On the other hand, if the 
farmer has a right to sufficient water for a given area, he will desire 
to add succeeding increments of water to that given area so long 
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as each addition will result in an increase in his total net profits, 
when nothing is counted as the cost of the final increment of water. 

The author of the Wyoming system recognizes that water will 
be used more economically when paid for by the unit quantity than 
when paid for by the acre irrigated regardless of the quantity used.° 
This is equivalent to saying that where a farmer has the right to 
the use of a specific quantity of water, without regard to the number 
of acres of land on which it is to be used, he will use the water more 
economically than he would if he had a right to irrigate a given 
number of acres of land without regard to the quantity of water 
used per acre. : 

But the author of the Wyoming system realized at the same time 
that, especially where agriculture by irrigation is first being estab- 
lished and where water is plentiful, there were other questions which 
were of more immediate importance than the highest degree of 
economy in the use of water. From the experience of other states 
where irrigation had longer been practiced, he had learned that 
where water rights were granted in cubic feet per second, without 
regard to the area of land on which it was used, no administrative 
system had been developed to keep the earlier appropriators from 
establishing rights to much more water than they were actually 
using. This led to a great injustice in later years; for, after later 
appropriators had established themselves by improving their farms. 
they found that the earlier appropriators had a legal means of 
expanding their diversions from the stream to such an extent as to 
leave the later appropriators without water. 

The injustice of excessive rights which enabled the earlier appro- 
priators to expand their diversions, enrich themselves, and impover- 
ish their neighbors, was uppermost in the mind of the author of the 
Wyoming system, and his aim was to avoid this injustice. As a 
system of water administration in a country where the water rights 
are first being acquired, and where water has not become so 
valuable as to make economical use a very important factor, the 
system seems to be highly desirable. The question arises, however, 
if this system will prove most satisfactory after the rights to the 
entire water supply have been established and water has come to 
have a very high value placed upon it. 

It would seem to be true that the interest of the state which 


* Elwood Mead, Irrigation Institutions, pp. 133, 134; and U. S. Department 
of Agriculture, Office of Experiment Stations, Bulletin No. 86, p. 21. 
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grants the water would lead to a restriction in the quantity of water 
which would be turned into the ditches of the farmers, and in this 
manner force the farmers to use the water in that manner which 
conforms to the social ideal of economical use. In order to 
accomplish this result, it would be necessary however, for the state 
to ascertain, by a careful system of experimentation and accounting, 
the most economical use of water in every locality and for every 
crop produced in each locality, and then to limit the water-supply 
accordingly. In favor of this means of securing economy in the 
use of water it is argued that the state will have to carry on the 
experiments in any case; for these experiments are too difficult and 
too expensive to be carried out by the individual farmers. It may 
well be questioned, however, if it would not be much cheaper, lead 
to less friction, and be more stimulating to the intelligence of the 
farmers, to develop a system of accounting and teach the farmers to 
ascertain for themselves when they are securing the best results, 
and then so to frame the laws regulating the use of water that, when 
the farmer follows his own interest within the limits of the law, the 
best interests of society will be conserved. When the rights have 
been established, and a complete and rigid system of distribution 
has been developed, the dangers from excessive appropriation tend 
to pass away, and it would seem the simplest solution of the prob- 
lem to continue granting each farmer, or his grantee, the quantity of 
water he has been receiving for many years, leaving him to use it 
on more or less land as seems most economical. 
Henry C. Tayior 
UNIVERSITY OF WISCONSIN 





———— 


. 











NOTES 


ELASTIC CURRENCY AND THE MONEY MARKET 


The arguments in favor of a bill to establish an elastic currency 
failed to produce legislation in the session of Congress just closed ; 
nor is this result to be wondered at, if the validity of the arguments 
sometimes proposed be closely examined. While the necessity of 
having the means of expanding and contracting our bank-issues is 
highly important for certain conditions and districts, it is obviously 
undesirable to assume that an increase of a bank’s demand obliga- 
tions is as effective as an increase of its resources ; or, that exchanges 
are carried on in this country only by the use of bank-notes. 

It cannot be too emphatically repeated just now that laws, which 
would enable a city bank to issue more of its own notes, would not 
thereby increase one whit the amount of its reserves, and con- 
sequently would not increase one whit its ability to make discounts 
to borrowers. When banking institutions have absorbed their funds 
in carrying large loans to railways, or to industrial syndicates, the 
only way they can meet the varying and legitimate demands of the 
merchant and manufacturer for loans based on exchanges of goods 
is by introducing more capital into the banking business; or by 
making less use of existing banking capital in promotions, or in 
other speculative operations, which are more or less removed from 
the usual demands of business. And it should also be emphatically 
repeated that a high and changeable rate of interest at the banks is 
an indication, not necessarily of a scarcity of money, but of a 
scarcity of capital in the loan market. Therefore, when a sensitive 
and high rate of interest in New York is referred to as a reason 
why our currency system is dangerously inelastic, the claim has very 
little, in principle or fact, to support it. 

Although interest is paid for capital, which gives control over 
purchasing power, the function of money, while important, is really 
secondary. In this case, money only serves as a medium of 
exchange to transfer capital from the lender to the borrower. Any- 
thing which serves as a medium of exchange, whether gold, bank- 
notes, or checks, will serve to convey the capital to a borrower. In 
truth, if a bank has capital to lend, there is little real trouble 
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in finding means to transfer it to a customer. In New York, 
a deposit account as the result of a loan, and a check on that 
account, serve the whole purpose. In making loans to its usual 
customers, a New York bank has no more need of greater issues of 
its own notes than a wagon has of a fifth wheel. Its own notes are 
needed only in cases where a customer could not make use of a 
check on a deposit-account. 

Obviously if a bank can increase its reserves, it can in due 
proportions increase—as a result of loans—its demand liability in 
the form of deposit accounts. This is now freely permitted. No leg- 
islation is needed to enable this to be done. But if a bank were given 
the power by new enactments to increase its notes and if it were 
obliged to protect these note liabilities by fresh reserves (as in the 
bills recently proposed in Congress), it would have no greater ability 
to loan than before. In our financial centers, where we have recently 
heard a violent clamor for more circulation, an increase of bank- 
notes would not increase the lawful money usable in reserves ; and if 
issued, it would increase the demand liabilities just as would an 
increase of deposits. 

What we have witnessed in the money market during the recent 
collapse of stocks in New York is an illustration of the above 
principles. The outcome was in no way due to a scarcity of money, 
but, if not due to lack of capital, it was wholly due to questions 
relative to the kind and value of collateral carried by the banks. If 
the collateral had been good, and additonal loans were wanted on 
their security, then more reserves of lawful money were needed. 
Hence, the usual appeals to the Treasury in times of emergency, to 
put out—not more bank-notes but—more lawful money. If the col- 
lateral was not sound; if the banks had been carrying swollen 
securties marked up to fictitious prices as in the case of the Union 
Pacific ; and if the banks at the same time, had demands for loans 
based on legitimate movement of goods from seller to buyer—there 
were but two alternatives. In the first place, the banks might turn 
more capital into banking, in amounts sufficient to carry all their 
business on increased reserves; or, in the second place, they could 
drop their speculative customers, and thus safely carry their legiti- 
mate loans. As it happened, the latter alternative in all probability 
was chosen by the New York banks. The enlargement of old busi- 
ness concerns, and the opening of new ones, the development of new 
resources, and the unparalleled extension of trade in the United 
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States have brought us to the limit of our available capital; and 
foreign capital, through such devices as finance bills on Europe, 
could at present no longer be drawn upon. Clearly, then, the banks 
could not expect to obtain more capital at once, even if all the 
demands upon them had been legitimate. 

As the fall in the stock market has shown us, however, some of 
the collateral was undoubtedly not worth the high prices established ; 
and, when the banks as the only wise alternative, were obliged to call 
their loans based upon this questionable collateral, the lending insti- 
tutions returned to a sounder basis of credit and placed themselves 
in a position where the general business public could receive better 
accommodation. The result is one which, while reached only by 
drastic treatment, is unmistakably healthier and safer than the con- 
dition before the disturbance. The emetic has been given; and the 
patient has been purged, much to his advantage. 

It is needless to say, therefore, that the late débacle could not have 
been prevented by the existence of an elastic asset currency. The 
essential evil was in the kind of loans made—i. e., the kind and prices 
of collateral used—and the evil could have been accomplished 
through the means of granting to the borrower either a deposit 
account, or the banks own issues (had the latter been possible). It 
is not the special weapon used to kill, which is to be held responsible, 
but the assassin who wielded the weapon. It is not the special 
liability in the form of a deposit, or of a note, which is dangerous, 
but the character of the loan which gives rise to the consequent — 
liability. 

J. LaurENcE LAUGHLIN 


THE MARGINAL PRODUCTIVITY THEORY OF DISTRI- 
BUTION 

The two main propositions of this theory are, that each agent 
of production creates a distinguishable share, and that each gets 
what it creates.1. The first question we have to answer, therefore, 
is, whether or not there are distinguishable shares in production. 
In order to simplify the: problem, we will confine our attention 
chiefly to labor and wages. 

According to the theory under consideration, there are two mar- 
ginal zones of production, the extensive and the intensive, where 
labor creates the whole product, all of which goes to labor. The 

1J. B. Clark, Distribution of Wealth, p. 3. 
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extensive margin consists of worthless land and worthless tools 
with which labor works. 

There are machines that have outlived their usefulness to their owners, 
but still do their work and give the entire product they help to create to the 
men who operate them?” 


It may be true that under the circumstances indicated labor gets the 
whole product, but it does not follow from that fact that labor 
creates all of it. If these “worthless” machines “do their work” and 
“help to create” the product, it is a contradiction in terms to say 
that labor creates it all. Moreover, it is begging the question to call 
machines “worthless,” for they become such, not because they chose 
to be agents of production, but because, it would seem, wages are 
so high that labor gets all of the joint product of labor and capital. 

Let the general rate of wages rise, and many of these instruments will be 
thrown out of use. Let the rate then fall, and the utilization of them will 


be resumed.* 


We cannot accept this part of the argument because it contradicts 
itself and assumes the point that should be proved, that labor creates 
the whole product in the extensive margin. 

The intensive marginal field in which labor is supposed to create 
the whole product is of two kinds, one in which the same tools are 
used more intensively and one in which the forms of capital are 
changed to suit the number of laborers. But since the method of 
detecting the share produced by labor is the same on both 
margins, we may for the present neglect the difference between the 
two. This method has been aptly called the “method of difference.” 
Add or subtract a unit of labor, and the increase or loss in product 
measures the amount created by the marginal man added or taken 
away ; and since all units of labor are assumed to be alike, mutiply- 
ing the marginal product by the number of men gives the total 
product of labor. 

Now the question arises: Is the marginal product really created 
by labor alone, or is it a joint product ? If the marginal man works 
with capital, the marginal product, is a joint product. In order that 
the marginal product be really due to labor alone, the marginal man 
must work unaided by any other agent. And this seems to be the 
premise upon which the argument at this point is based. We are 
told that “land makes its own contribution to the product of each 


* Cark, op. cit., p. 96. 5 Ibid., p. 96. 
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unit of labor except the last one,” and that the surplus that each 
earlier unit of labor creates above the amount created by the mar- 
ginal unit is “the difference between the product of aided labor and 
that of the labor that is virtually unaided.” * But why does not land 
aid the last laborer, and why does not capital aid the last comer? 
Are we not again assuming what should be proved? Moreover, we 
are distinctly told in another connection that “the new working 
force and the old one share alike in the use of the whole capital.” 5 
If all the units of labor share alike in the use of capital, it cannot be 
admitted that the marginal unit works unaided, and it cannot be 
admitted, therefore, that the marginal product is created by labor 
alone. 

It would appear that where two agents are working together, 
neither of which could create anything alone, it is impossible to 
determine the share of each, since we have nothing to reckon from. 
But the apparently impossible is seemingly accomplished by assum- 
ing that one of the agents is passive while the other is expanding. 
the expanding agent creating the whole product while the dynamic 
process is going on; then when the static state is reached the last unit 
of labor is assumed to be working unaided, its specific product is 
taken as the standard of all units of labor and all the surplus 
products of labor above the marginal product are imputed to capital, 
which for some unaccountable reason now becomes active. This 
curious process of reasoning is illustrated by the following passage, 
which is typical of many others: 


‘ 
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Labor, applied to the whole fund of capital in land and all other instru- 
ments, is now subject to the law of diminishing returns. The first unit 


*Ibid., pp. 195, 199. 5 Ibid., p. 323. ‘ 
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produces the amount AB, the second produces the amount A’B’, the third 
creates the quantity A”B”, and the last the quantity DC. This last amount 
sets the rate of wages, and the area AECD measures the amount of wages. 
It leaves the amount expressed by the area EBC as the rent of the fund 
of social capital. All interest is thus a surplus, entirely akin to the rent 
of land, as that is expressed by the Ricardian formula: it is a concrete pro- 
duct, attributable to the agent that claims it as an income.° 


Now, if labor creates all of AB, none of it is created by capital, 
since two agents cannot exclusively produce the same thing. On 
the other hand, if all the increments, except the last are joint pro- 
ducts, CD is also a joint product, since the new working force and 
the old one share alike in the use of the whole capital. We have 
in this chain of reasoning two contradictory statements, and one 
unwarranted assumption which conflicts with express statements in 
other parts of the theory. We have found, therefore, no way of 
distinguishing the products of the different agents. 

Our general conclusion is that the first proposition, that there 
is a distinguishable share in production, has not been proved. We 
might, therefore, properly end our discussion at this point, since the 
whole theory hangs upon this proposition; but in order to test the 
theory more thoroughly, it may be well to examine all its parts. 

We will, therefore, proceed to inquire how and why the mar- 
ginal product, whether we call it a joint or a specific product, sets 
the standard of wages. According to one view, employers are com- 
pelled to give the marginal product all to labor by the force of 
competition among them for laborers. 

Theoretically, there is competition between employers for every workman 
whose presence in an establishment affords the owner any profit over what 
he pays to him; and the competition stops only when this profit is annihilated.’ 


An intensive margin, indefinitely elastic, is supposed to be furnished 
by the changes in the forms of capital to suit the number of laborers. 
There could, therefore, be no surplus of labor vainly seeking 
employment, for the beneficent changes in the forms of capital 
accommodate all who may come. As the number of laborers 
increases, the fund of capital remaining the same, tools are multi- 
plied, but they are “all less costly and less efficient.” ® 

This certainly looks like a strange law, and somewhat out of 
harmony with the facts of industrial life; for those -who have 
investigated the subject tell us that an over-supply of common, 


* Clark, op. cit., p. 198. 7 Tbid., p. 110. 5 Jbid., p. 176. 
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La unskilled labor has been the chronic condition for a hundred years; 
i} and we have as yet seen no indication that modern employers intend 
to return to less efficient forms of capital. 
j Moreover, the theory is not logical. In the first place, employers 
would have no economic motive in using less efficient tools on 
account of cheaper and a more abundant supply of labor; because 
the efficiency of a tool depends upon the mechanical principfls upon 
which it is constructed and not upon the rate of wages. In the 
second place, lower wages would mean lower cost of making 
machines ; hence, employers wculd have no reason for wanting less 
efficient machines, because they would be cheaper. In case some 
special machine is held at a very high price owing to some patent 
right, there may be some tendency to use cheaper machines in case 
wages fall; but there could be no general tendency in that direction. 
Another version of the productivity theory bases its argument 
upon the marginal-utility theory of value—a theory that has 
by no means been fully established. The argument runs 
thus: The value of all production goods depends upon 
the value of the consumption goods. Labor is a production 
good. Therefore, the value of labor depends upon the value 
| of its product.® It is doubtless true that “if the price of iron pro- 
| ducts falls, the price of iron ore will fall; but it is also true that, 
if the price of iron ore falls, the price of iron products falls. It is 
true that, if the price of the products of labor falls, the price of 
labor falls ; it is also true that, if the price of labor falls, the price of 
the product of labor falls. And it is in order to ask at this point how 
i “we know that the ultimate explanation of value is found on the 
side of utility and that marginal cost adjusts itself to marginal 
utility.” 2° 
If laborers have it in their power to raise their standard of 
} life by limiting the supply of labor, and by decreasing the supply of 
labor to raise the marginal product, how can it be maintained that the 
marginal product is the ultimate force?. And that laborers have the 
power to limit their number does not seem to be denied by the 
advocates of the marginal-productivity theory. Nor could it well 
be maintained that men have no control over the increase of popula- 
tion, for we have abundant evidence that such control is exercised 
at the present time by the more prosperous classes, and sometimes 
a by the less prosperous who live close to the land. 
; * Seligman, Principles of Economics, pp. 418, 417. ” Tbid., p. 712. 
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The final objection to the marginal-productivity theory is its 
failure to prove that there is an indefinitely elastic marginal field 
where all labor can find employment; and we therefore have no 
assurance that wages may not fall below the marginal product by 
the competition among laborers. In such a case the value of the 
marginal product may tend to equal the wages; but it is the fall in 
wages that causes the fall in the value of the marginal product. 
Under such circumstances there is no definite formula by which 
we can express the rate of wages; for the fierceness of the compe- 
tition may possibly send wages below the minimum of subsistence 
for a certain length of time. 

The third general question with which we have to deal is 
whether or not the marginal-productivity theory implies the exploi- 
tation of all the earlier units. If only the marginal men get what 
they produce and all the others are robbed, society stands con- 
demned, according to the advocates of the theory. But it would 
seem that the idea of diminishing productivity should lead to 
inequality of wages and not equality. Moreover, it would seem 
that the idea of diminishing productivity contradicts the idea of 
equal productivity. The explanation offered to clear away this con- 
tradiction is that 
the new working ferce and the old one share alike in the use of the whole 
capital, and with its aid they now create equal amounts of product. The 
earlier men have relinquished a half of the capital that they formerly 
had; and in making this surrender the men of the earlier division have 
reduced the productive power of their industry, by the amount that the 
extra share of capital imparted to it.” 


But if the extra share of capital possessed by the earlier men aided 
them in producing the extra product, the earlier men did not produce 
all that was formerly paid them, and capital was robbed. This 
theory of “imputation” is concisely stated thus: 

A correct conception of the nature of any rent makes it a concrete 
addition which one producing agent is able to make to the product that is 
attributable to another producing agent.” 


That is, labor makes an addition, .r, in the product, x+y, and the 
whole product, x+y, is “imputed” to capital. But if labor produced 
x, capital did not produce it. Moreover, this explanation contradicts 


" Clark, Distribution of Wealth, pp. 323-25. 
“ Tbid., p. 195. 
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another part of the theory. Here it is claimed that the new men, 
the marginal men work with capital; elsewhere we are told that 
the marginal men are unaided. Now, the marginal men are either 
aided or unaided. If they are unaided, they are robbed when their 
pay is reduced on taking on additional men; because, if unaided by 
capital before the new men are added, they cannot under any cir- 
cumstances be any less unaided. If the marginal men are aided by 
capital and yet receive the whole marginal product, capital is robbed. 
Hence, whichever of these contradictory views we adopt, we have 
an exploitation theory of distribution. 
U. S. PARKER 


Quincy, Ix, 
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The Federal Power over Carriers and Corporations. By E. 
PARMALEE PRENTICE. New York and London: The Mac- 
millan Company, 1907. 8vo, pp. xii+-244. 

This book is obvicusly, though not very frankly, a brief for 
those interested in denying to the federal government the constitu- 
tional power to regulate and control large corporations engaged 
in interstate transportation or trading. The author argues that at 
the time the Constitution was adopted the grant of power to Con- 
gress to regulate commerce with foreign nations among the 
several states, and with the Indian tribes was meant, as regards 
interstate transportation, to give only the power of regulating car- 
riage by water, because, at the time, interstate carriage by land was 
utterly insignificant and could not have been in the minds of those 
adopting the Constitution as needing national regulation. Also, 
prior to 1824 when Gibbons v. Ogden was decided, a large number 
of stage monopolies over certain roads and between certain points 
had been granted by the states without protest, although over some 
of these routes goods must have been carried from state to state; 
and many exclusive grants of ferriage had been granted across 
waters separating two states. He quotes from contemporaneous 
writings and congressional debates various opinions to the effect 
that Congress could not authorize or regulate land carriage within 
a state, and contends that the broad language of Marshall in Gib- 
bons v. Ogden was not meant by him literally, but only as applied to 
navigation (pp. 70-98). He also thinks that the present -decisions 
upon the subject of interstate commerce “go to the limit of federal 
power, and extension of present rules” (as by upholding federal 
interstate rate-making) “would be embarrassed by extraordinary 
constitutional difficulties” (pp. 136-37). Federal power to license 
or incorporate corporations for interstate trading is denied, and 
doubts are expressed whether Congress can really charter a railway 
empowered to do interstate carrying against the will of any state 
in which it operated (pp. 149-55). The Sherman anti-trust law is 
disapproved as an improper and unnecessary interference with mat- 
ters that should be left to state regulation, 
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As a brief for one side of a controversy the book might pass 
without much criticism, but as an effort fairly to state the power 
Congress now probably possesses over carriers and corporations it 
lacks either ingenuousness or care. For instance, the gloss put 
upon Marshall’s opinion in Gibbons v. Ogden seems quite imper- 
missible when the exact words of the judge are read: 

It has, we believe, been universally admitted that these words comprehend 
every species of commercial intercourse between the United States and 
foreign nations. No sort of trade can be carried on between this country 
and any other, to which this power does not extend..... If this be the 
admitted meaning of the word in its application to foreign nations, it must 
carry the samé meaning throughout the sentence and remain a unit, unless 
there be some plain intelligible cause which alters it. (9 Wheat. 193-04.) 

The power of Congress, then, whatever it may be, must be exercised 
within the territorial jurisdiction of the several states. The sense of the 
nation on this subject is unequivocally manifested by the provisions made in 
the laws for transporting goods by land between Baltimore and Providence, 
between New York and Philadelphia, and between Philadelphia and Balti- 
more. (9 Wheat. 196.) 


Yet Mr. Prentice says of this case that the decision, “without 
reference to transportation, held that the federal power over com- 
merce included control of navigation” (p. 75). 

As regards the state stage and ferry monopolies of the first 
third of the nineteenth century, their existence, even if legal, was in 
no wise inconsistent with a concurrent power of the United States 
to regulate them with reference to interstate commerce. Gibbons v. 
Ogden itself was expressly based upon the inconsistency of the 
New York monopoly with an act of Congress, Marshall 
refusing to discuss the question of its invalidity on any other 
ground. Five years later he admitted the concurrent power of a 
state to obstruct a navigable tidal stream until Congress controlled 
such action (Willson v. Blackbird Creek Marsh Co., 2 Pet. 245). 
There is no reason to believe it would have been held at this time 
that the power of Congress over interstate land transportation was 
not at least concurrent with the states. With respect to interstate 
ferries it is true that up to the time of the Civil War there were dicta 
in the federal courts declaring the power to establish and regulate 
such ferries was reserved to the states. This Mr. Prentice empha- 
sizes (p. 130). He does not see fit, however, to mention at all that 
since then the Supreme Court has declared this power to be con- 
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currently in the United States (Gloucester Ferry Co. v. Pa., 114 
U. S. at 215-17; Covington Bridge Co. v. Ky., 154 U.S. at 211), 
and that within three years it has expressly reserved the right to 
redecide whether the states may regulate such ferries at all (St. 
Clair Co. v. Interstate Transfer Co., 192 U. S. 454, 470 [1904] ). 

In the discussion of present-day questions also the book is 
markedly biased in presenting the evidence for one side only, much 
of this consisting of quotations from partisan speeches in Congress 
and from dissenting opinions of the Supreme Court, the fact of dis- 
sent not being always indicated. For instance, in the discussion of 
the federal power to charter interstate railways the author endeavors 
to throw doubt upon its existence, without citing or quoting from 
cases like California v. Central Pacific R. R. Co. (127 U. S.), 
where it is strongly affirmed. The argument against federal power 
to license or incorporate corporations to do interstate commerce 
appears to attribute to the author’s opponents the claim that Congress 
can arbitrarily deny to any individual or combination of individuals 
the right to do interstate commerce (see pp. 87, 217, 219, 226). Of 
course, no such claim is made, and Mr. Prentice disregards the 
real point at issue in order to attack his man of straw. The argu- 
ment which the author does not answer runs thus: 

The Fourteenth Amendment prohibits a state from depriving 
any person of property or liberty without due process of law, yet 
it has always been held that a state may forbid a corporation, foreign 
or domestic, from doing internal commerce of no matter how inno- 
cent a nature, wthin its borders. It could not do this to a natural 
person. This is because the right of a corporation to act is a fran- 
chise which may be granted or refused at pleasure by the sovereignty 
having jurisdiction over the class of acts in question. If a particular 
sovereignty does not indicate its dissent, it is assumed to assent to 
acts done in it by a corporation, on the grounds made familiar in 
Bank of Augusta v. Earle (13 Pet. 519). But it may withdraw 
this consent at any time, unless it has validly contracted not to do 
so. If the corporate acts consist in doing interstate commerce, such 
acts are within the jurisdiction of Congress, and the franchise to 
do them may be controlled by Congress. So long as it does not 
deny the right, its assent is presumed, but it may expressly with- 
draw this consent, and regrant it on terms, as by a license. That 
the franchise of a corporation to do interstate commerce is subject 
to the jurisdiction of Congress appears negatively in the decisions 
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which forbid a state to deny its exercise to a foreign corporation, 
whose other franchises, however, may not be exercised within a hos- 
tile state. If Congress cannot forbid the exercise of this franchise, 
no one can,and we have,consequent upon the formation of the Union, 
the curious disappearance of a valuable and much-used governmental 
power, though there is nothing in the Constitution that expressly 
or by necessary implication denies the power either to the states 
or the United States. The Fifth Amendment certainly does not, 
for it is in the same language as the Fourteenth, and the denial of 
it to the states has been based upon that interpretation of the com- 
merce clause which reserves to Congress exclusively such regula- 
tion of the subject as ought to be uniform throughout the country. 
Hence the deduction is irresistible that Congress has the same power 
over a corporate franchise to do interstate commerce, no matter 
by whom granted, that a state has over a franchise to do internal 
commerce, no matter by whom granted ; and, likewise, congressional 
power to forbid an individual’s doing interstate commerce, is 
limited by the Fifth Amendment as state power is by the Four- 
teenth. 

The only suggestion in Mr. Prentice’s book that appears germane 
to this argument is that “the right to engage in commerce is part 
of the liberty derived from the states, which neither the United 
States nor the states may deny” (p. 34). This entirely disregards 
the patent fact that the right to act im corporate form is not derived 
from any constitutional guaranty of liberty, whatever, but solely 
from a franchise permitted to be exercised by the appropriate 
sovereignty, and, as has just been said by the Supreme Court, the 
liberty referred to in the Constitution is the liberty of natural, not of 
artificial, persons (Northwestern Ins. Co. v. Riggs, 203 U. S. at 255 
[December, 1906]). Moreover, if Mr. Prentice is right, why is 
not corporate liberty to engage in internal commerce equally pro- 
tected against state prohibition? 

The weakness of the author’s too frequent reliance upon debates 
in Congress to support his constitutional views is amusingly shown 
in one place. At p. 149 he quotes confidently from a House report 
made in the spring of 1906 to the effect that Congress has no 
visitatorial power over corporations created by a state. About the 
same time (March), in a decision not cited by Mr. Prentice, the 
Supreme Court asserted that state corporate franchises to do inter- 
state commerce must be exercised in subordination to the power of 
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Congress to regulate such commerce, and, in respect to this, the 
general government might exert the same sovereign authority to 
ascertain whether the corporation was exercising its franchise in 
obedience to the laws of the United States as the state would have 
regarding its own laws, or as the United States would have if 
the corporation had been created by act of Congress (Hale v. 
Henkel, 201 U. S. at 75). 

Where the book deals with matters not at present the subject of 
sharp controversy the author is both acute and fair, as in his dis- 
cussion of the taxation of imports and exports (pp. 37-48), his 
review of the decisions from 1824 to 1851 (pp. 101-20), and in his 
analysis of the consequences flowing from the construction placed 
upon the commerce clause in Brown v. Maryland. On the whole, 
however, it must be said that the book’s place is as a readable partisan 
account of the development of a constitutional doctrine, and not as 
a serious contribution to the legal literature of the subject. 

James PARKER HALL 

University oF Cuicaco Law ScHoor 


The Labor Movement in Australasia: A Study in Social-Democ- 
racy. By Victor S. Crark. New York: Henry Holt 
& Co. 8vo, pp. xi+327. 

Dr. Clark’s account of the Social Democratic labor movement 
in Australasia presents a simple statement of those conditions past 
and present which have developed peculiar social institutions in 
this remote region. The Australastans have had unique economic 
problems to solve, and in solving them have developed institutions 
which may properly be characterized as socialistic, but the develop- 
ment of these institutions has been in no respect consciously modi- 
fied to conform to any social philosophy. In their social conduct the 
Australasians have been pragmatists and opportunists, content to 
work out results in the world of affairs—to solve each problem in 
the light of immediate experience. In no line of development have 
they sought consistently to carry out any general principle. The 
state, because it could borrow money on better terms than private 
corporations in the early days, has built and operated railways, but 
it has not prevented private capital from entering this field of invest- 
ment. It has provided state insurance, but has not prohibited private 
insurance companies from operating in competition with the govern- 
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ment. It has seized upon private property in land, but tolerates private 
ownership. It has provided for the settlement of labor disputes in 
its specially organized courts of arbitration—but resort to those 
courts is not compulsory. The municipalities and colonial govern- 
ments operate street railways, but so, also do private companies. 
Each case where the government has assumed a new industrial func- 
tion has been considered in the light of immediate expediency, with 
no regard whatever to any general principle or philosophy of social 
conduct. 

It is further noted by our author, and it is significant, 
that Australasians themselves are far from being unanimous in 
the belief that they have solved their economic problems wisely, or 
in any concrete case finally. It is true that the labor party has today 
a fairly well-defined programme of political action, but that party 
encounters serious opposition in every community. Those who 
believe that the economic and industrial development of Australasia 
has been inhibited by its social legislation probably constitute a con- 
siderable majority, but of those a sufficient number believe that the 
economic and industrial loss has been more than offset by social 
gains. It is assumed that rapid economic progress is somewhat 
inconsistent with social progress. Therefore the Australasian regards 
with perfect equanimity a country of immense natural resources, 
which are, as yet, quite undeveloped and vast territories as yet 
unpopulated. It is the price, he thinks, of social progress. To 
Americans, who do not regard economic progress as inconsistent 
with, but rather as essential to, social progress, this attitude of mind 
appears inexplicable. 

Dr. Clark’s discussion of the working of Social Democracy in 
Australasia impresses one as being eminently fair. After two intro- 
ductory chapters descriptive of the country and its resources, the 
people and their institutions, he devotes chapters to an account of 
trade-unionism, the political labor movement and programme, indus- 
trial arbitration, the operation of minimum wage boards, economic 
and social effects of government regulation, and to the efficiency 
of the government as an industrial organization. The practical diffi- 
culties being encountered, as well as the apparent advantages of 
the Australasian policies, are made clear. Especially interesting is 
the account of the effort in certain industries to establish minimum 
wages through government boards as a means of insuring all a 
decent standard of living. Wherever this effort is made there is 
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a tendency for the minimum wage to conform to the trade-union 
standard wage, to become a maximum as well as a minimum wage— 
in general a tendency to standardize wages irrespective of individual 
skill or efficiency. 

More or less enthusiastic accounts of Australasian experience 
have commonly presented the social achievements of these isolated 
communities as the concrete working-out of preconceived social 
philosophies. In fact, they have been little more than specific 
reactions upon unique economic and social conditions. Among these 
conditions may be mentioned as especially noteworthy the character 
of the early population, the system of land grants, the institution 
on a large scale of convict labor, the growth of such industries as 
sheep-raising and mining under conditions involving land-owner- 
ship, and finally social and industrial isolation of a population inade- 
quately supplied with the means of economic exploitation of the 
immense region in which it found itself located. The Australasians 
have been too much occupied with the solution of these practical 
problems to develop a philosophy of social conduct. Such philosophy 
as they have today has been written out for them by enthusiastic 
foreigners, and is to them a matter of comparatively little interest. 


Jonn CumMINGS 


Railway Organization and Working. A Series of Lectures 
Delivered before the Railway Classes of the University of 
Chicago: Edited by Ernest Ritson Dewsnup. Chicago: 
The University of Chicago Press, 1906. 8vo, pp. xii+498. 

This volume contains a series of twenty-five papers or lectures, 
prepared by nearly as many different authors; and an appendix 
containing six special class topics. Ten diagrams are introduced 
to illustrate various chapters, and the purpose and scope of the 
whole volume are briefly set forth in a preface by the editor. 

The academic study of railway transportation has sometimes 
been made a study of speculations and theories, more or less remotely 
connected with real transportation problems. Men have some- 
times talked and written glibly concerning the theory of railway 
rates before they had seen a rate sheet or had acquired even a 
superficial knowledge of what a classification was like. Well- 
rounded periods have been devoted to generalities regarding the 
relative merits of private and public ownership when the author 
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thereof was clearly unfamiliar with the actual workings of either. 
To all persons who suffer from tendencies of this kind the present 
volume is an excellent antidote, for in it one will find a plain, 
matter-of-fact statement of what railway organization and railway 
workings are and mean. Excepting the chapter on Canadian rail- 
ways, the volume contains practically no history. There is very 
little on rates, and nothing on finance. What, then, is to be found 
in this book of nearly five hundred pages? The reader may find 
therein a chapter on railway law, three chapters on the passenger 
traffic, six on freight traffic and how freight is handled, eight on 
construction and operation, four on auditing and statistics, one on 
railway education. Every chapter bears the impress of freshness 
which comes from actual experience. Among the contributors are 
some of the ablest railway men in the country. It is obviously 
impossible to review the contents of such a composite piece of 
work, and much less can one venture upon a discussion of so 
many different views and points of view. 

The volume contains remarkably few repetitions, considering 
the manner of its construction, and few of the contributors have 
failed to observe the limits of their special subjects. Only occa- 
sionally will the reader encounter general “philosophic” observa- 
tions, which, in reality, are commonplaces that have in some man- 
ner made their way into the vocabulary of a practical man who 
writes or speaks absorbingly and authoritatively regarding his 
own work, but who has never been able to leave his practical 
problems long enough to think out a philosophy of his own or to 
furnish a theoretical background for his practical work. 

I enjoyed reading the book. I believe everyone interested in 
railways will enjoy it. And everyone who reads it will profit by it. 

BALHASAR H. MEYER 

Maptson, WIs. 
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Economic and Statistical Studies, 1840-1890. By JoHN Town Danson. 
With a Brief Memoir by his Daughter, Mary Norman HILi; and an 
Introduction by E. C. K. Gonner, London: T. Fisher Unwin, 1906. 
8vo, pp. 282. 


Of Mr. Danson’s many economic and statistical studies two only are included 
in this volume: one “A Contribution towards an Investigation of the Changes 
Which Have Taken Place in the Condition of the People of the United Kingdom 
during the Eight Years Extending from the Harvest of 1839 to the Harvest of 
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1847; and an Attempt to Develop the Connection (if any) between the Changes 
Observed and the Variations Occurring during the Same Period in the Prices 
of the Most Necessary Articles of Food;” the other, “Some Particulars of the 
Commercial Progress of the Colonial Dependencies of the United Kingdom, 
during the Twenty Years, 1827-1846.” These papers, which were read before the 
Statistical Society in 1848 and 1849 respectively, are painstaking statistical 
studies of considerable interest. The raison d’étre of the volume is, however, 
found in the personal memoir of the author, and more especially in a series of 
charts upon which have been plotted the percentage variations in price of twenty- 
two commodities during the period 1851-90, using as a basis the average price 
of each commodity 1846-50, and the rate of discount in London, Paris, and 
Berlin, during the same period. 


Das Problem des Normalen in der Nationalékonomie: Beitrag sur Erfor- 
schung der Stérungen im Wirtschaftsleben. Von N. Pinkus. Leipzig: 
Dunker & Humblot, 1906. 8vo, pp. xiv+295. 


The author has made an exhaustive examination of economic theory from 
the days of the Mercantilists down to the present time, with a view to determin- 
ing what in the case of each writer examined, is by him assumed to be a funda- 
mentally normal economic condition of affairs, and what an abnormal condition. 
These fundamental assumptions are found to vary from writer to writer and 
from age to age. The normal condition of the Mercantilist, that of state regula- 
tion, becomes for Adam Smith and the Physiocrats an abnormal condition of 
state interference with individual liberty. The Mercantilist conceives economic 
disturbance to result from absence of government regulation ; while the Physiocrat 
finds in government regulation itself the cause of the disturbance. Economic 
optimists such as, say, Mill and Bastiat, regard periods of economic depression 
or overstimulation as conditions of unstabie equilibrium, which tend automatically, 
through the working of economic laws, to correct themselves. While Malthus 
and his followers, imbued with economic pessimism, are disposed to regard 
economic disturbances as being in the nature of punishments consequent upon 
man’s fatal, unreasoning disregard of natural laws. The socialist denies this 
fatality and finds the cause of disturbance in incomplete socialization. Finally 
the suggestion of May, Liefmann, and Sombart is noted that the fundamentally 
normal economic state is one ef depression. In some respects the most interest- 
ing portion of the treatise is the short chapter in which the author discusses 
attempts to define and measure economic depressions and crises statistically. 
The statistical methods employed are criticized, and statisticians are accused of 
assuming relations which do not in fact obtain. 


The Industrial Organization of an Indian Province. By TueoporE Morrt- 
son. London: John Murray, 1906. 8vo, pp. viit+327. 


The author explains that his study of The Industrial Organization of an 
Indian Province has been written primarily for Indian students. He feels that in 
India—and the observation certainly need not be restricted to India—‘‘the study 
of economics has a tendency to become undesirably abstract.” The Indian 
student of economics uses English books, and the “industrial facts which are 
mentioned in English books to illustrate economic theories are mostly taken from 
European industry, and are, therefore, as remote from the experience of Indian 
students as the theories they are designed to illustrate.” The author has, there- 
fore, undertaken “to review the principal economic facts in a society with which 
Indian students are familiar, and to show the relation of those facts to the 
abstract economics which they read in textbooks.” These facts have to do 
primarily with the mutual relations of landlords and tenants, and with primitive 
conditions in Indian agricultural communities. The materials of the book 
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have been gathered by the author during his residence in India, and as an 
“examination of Indian industry from the point of view of the economist,” the 
treatise will appeal, as its author hopes it may, to European students of compara- 
tive economics. 


Infant Mortality: A Social Problem. By Grorce NEwMAN. With six- 
teen diagrams. New York: Dutton & Co., 1907. 8vo, pp. vii+356. 


Infant mortality is essentially a problem for the physician, and only remotely 
one for the economist. High infant mortality-rates, according to Dr. Newman, 
are not necessarily associated with poverty, nor with housing conditions alone, 
nor with any external environment, but rather with “evil conditions in the homes 
of the people.” It is pointed out as a matter of serious import that this high rate, 
as civilization advances, does not become materially lower. “There is an annual 
loss to England and Wales of 120,000 lives by the death of infants. In past 
years there has been a similar drain upon the national resources of life.” This 
loss is maintained in face of a rapidly declining birth-rate, and is felt to “denote 
a prevalence of those causes and conditions which in the long run determine a 
degeneration of race.” One chapter is devoted to a discussion of the effect of 
industrial employment of women upon the mortality of children. Dr. Newman 
has gotten together an immense amount of statistical data bearing upon infant 
mortality-rates, of which data he makes most effective use. 


Baumwollproduktion und Pflansungswirtschaft in den nordemerikanischen 
Siidstaaten. Von Ernst von Hattie. Zweiter Teil, “Sezessionkrieg 
und Rekonstruktion.” Leipzig: Dunker & Humblot, 1906. 8vo, pp. 
xxvit669. 

Die Geldverfassung und das Notebankwesen der Vereinigten Staaten. Von 
ApotF HASENKAMP. Jena: Gustav Fischer, 1907. 8vo, pp. 213. 

Betrachtungen iiber das Notenbankwesen in den Vereinigten Staaten von 
Amerika. Von Paut Marcuse. Berlin: Carl Heyman, 1907. 8vo, pp. 168. 


Amerikanisches Armenwesen. Von E. Minsterserc. Leipzig: Dunker & 
Humblot, 1906. 8vo, pp. 120. 


Wirtschaftliche Zustinde im Mesabi-Gebiet in Minnesota, unter besonderer 
Beriicksichtigung der Stadt Eveleth und der Bergarbéiter. Von Viktor 
Borosint voN HoOHENSTERN. Berlin: Puttkammer & Miihlbrecht, 1906. 
8vo, pp. 143. 

The writing of American economic history seems almost to have taken on the 
form of a competition in Germany, when two studies of our national banking 
system and currency appear simultaneously. Every phase of American economic 
conditions is in a fair way to be written up by German economists, and it must be 
admitted that American economic history will probably be better written up by 
them than it has been done by Americans. The delegation of this service to 
foreigners has, however, serious disadvantages. The German student writes 
for German readers. He naturelly includes much that seems superfluous and 
commonplace to American readers. Moreover, working in a foreign language 
seems ordinarily to put more or less constraint upon intellectual processes. 
That which would seem amateurish if done by a native, achieves a certain 
scientific recognition and dignity when done by a foreigner. American students 
are not likely to make much use of this literature. An American wishing to 
learn about industrial conditions in a Minnesota mining community wili hardly 
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consult Herr Borosini’s monograph, which is nevertheless an entirely creditable 
account. No more will an American student of our poor-relief methods turn to 
Dr. Miinsterberg’s Amerikanisches Armenwesen—a monograph somewhat too wide 
in scope to be exhaustive in treatment, including an account of social settlement 
work, public erd private relief, organization of charitable societies, care of 
children, and relief legislation. Of our benking and currency system it may be 
noted that it has been written up better by American economists than any other 
phase of our economic development, so that an American could have small occasion 
to turn to the somewhat superficial German studies. Of the above monographs 
the most exhaustive in treatment is Dr. von Halle’s study of industrial conditions 
in the cotton states. The above volume constitutes Part II of the author’s 
treatise and covers the period 1861-80 in great detail. Part I appeared some 
twelve years since, and Part III is promised in the near future. This work is 
much more than an account of cotton-planting at the South, and in fact consti- 
tutes an industria! history of the southern states, including an account of political 
and social, as well as industrial, conditions. It is less superficial, less inaccurate, 
and consequently essentially more scientific, than much German American 


economic history. 
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